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The now famous Consolidated Gas Company Case, which 
began its career in 1906, is at rest for at least a year. The 
decision is of vastly more interest to the accountant than to the 
lawyer, for the questions involved touch the vexed points of 
accountancy, points the discussion of which by the accountancy 
profession is listened to with respect by the courts. This decision 
has, indeed, strongly emphasized the professional nature of 
accountancy and its similarity to the law. Accountancy, like the 
law, is a “ wilderness of single instances,’—a science that can 
interpret facts in the light of established principles,—not a mere 
set of rules and principles which can be applied to specific instances 
without regard to surrounding and modifying circumstances. 
Judge Peckham emphatically stated that in respect to franchise 
valuations and the amount of reasonable profits “ circumstances 
and locality’ must be considered, and in saying this he has, as 
it were, judicially declared that accountancy in its larger prob- 
lems is a living and sensitive science. 

The decision is dated January 4, 1909. The judges all con- 
curred. The cases involved are known as numbers 396, 397, 
398, of the October Term, 1908, and are entitled “ William R. 
Wilcox et al., constituting the Public Service Commission, etc., 
of New York, appellants, vs. Consolidated Gas Company of New 
York,” “ The City of New York, appellant, vs. Consolidated Gas 
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Company of New York,” and “ William S. Jackson as Attorney- 
General of the State of New York, appellant vs. Consolidated 
Gas Company of New York.” 

Before analyzing the opinion, we will state briefly the history 
of the Consolidated Gas Company and of the legisiation affect- 
ing it. The present company is a one hundred million dollar 
corporation, formed with a lower capitalization, November 11, 
1884, under Chapter 367 of the Law of 1884, which granted 
authority to manufacturing corporations to consolidate under 
conditions mentioned in the act. The companies consolidated 
were the New York Gas, Municipal, Metropolitan, Harlem, 
Knickerbocker, and Manhattan Gas Light Companies. 


Since 1899 it has obtained control of the New Amsterdam 
Gas, New York Edison, Mutual Gas Light, Standard Gas Light 
and the United Electric Light and Power Companies, thus giving 
it entire control of the lighting and power supply in the Borough 
of Manhattan. The company paid an 8 per cent dividend yearly 
from June, 1893, to 1898; 5% per cent in 1899; 6 per cent in 
1900; 8 per cent to September, 1904; 2% per cent declared each 
in December, 1904, and March, 1905; and 2 per cent each in 
June, September and December, 1905, and March, 1906. Since 
the eighty cent gas bill went into effect the rate has been 1 per 
cent quarterly, the latest dividend being that of December 15, 
1908. 

A brief history of the legislation affecting the company shows 
that on May 7, 1897, an act was passed by the New York 
Legislature making the price of gas for the remainder of that 
year $1.20 per thousand cubic feet, and providing that the rate 
be reduced 5 cents yearly until $1.00 was reached, at which price | 
it should remain thereafter. Early in the year 1905, however, 
a Legislative committee, of which Charles E. Hughes, the present 
Governor of New York, was chief counsel, investigated the 
organization and operation of the company, and as a result bills 
were introduced in the Legislature in May of that year to 
establish a State Gas and Electricity Commission, and among 
other things to establish an eighty cent rate to private consumers, 
and a still lower rate, seventy-five cents, to the city. (Laws of 1905, 
chap. 736, and Laws of 1906, chap. 125.) The Gas Commission, 
on February 23, 1906, also made an order, to enjoin the enforce- 
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ment of which, as well as the enforcement of the acts of Legis- 
lature, the cases under consideration were brought. On Feb- 
ruary 18, 1908, subsequent to the bringing of the suit by the 
company, the act establishing the Gas Commission was declared 
unconstitutional, and its order thereupon, of course, became void. 
(191 N. Y., 123.) A preliminary injunction was granted, and 
the case was referred by Judge Lacombe to one of the standing 
masters of the court, Mr. Arthur H. Masten, to take testimony. 
The testimony is included in five large volumes of the record. 
The master found in favor of the company, and the Circuit Court 
granted a final decree of injunction, whereupon the City, the 
Public Service Commission, which had supplanted the Gas Com- 
mission, and the Attorney-General appealed directly to the 
Supreme Court. 


The power of the Legislature to pass an act of the nature of 
the eighty cent gas bill, provided the act is not so stringent as 
to be confiscatory, is no longer a mooted question. Indeed, the 
State can delegate this power to a commission or to a munici- 
pality. (Batu Gas Licut Co. vs. Carry, 26 N. Y. Supp. 285; 
LoGANSPoRT, ETC., GAS Co. vs. PERN, 89 Fed., 185.) 


The courts will review specific cases brought before it where 
it is claimed that any such act is confiscatory in its nature. The 
questions to be determined on such a review are: First, upon 
what aggregate of investment or of capitalization should this 
return be computed? Second, what is a fair and reasonable 
profit on the capital invested? And third, what is the cost of 
mantfacturing, and what items of expense should be allowed 
in measuring its income? 

The opinion opens by stating the established principle that 
the burden is on the complainant to prove that the rates are 
“ plainly unreasonable to the extent that their enforcement would 
be equivalent to the taking of property for public use without 
such compensation as under the circumstances is just both to the 
owner and to the public. There must be a fair return upon the 
reasonable value of the property at the time it is being used for 
the public.” Judge Peckham refers to the opinion of Judge 
Moody in the case of KNOXVILLE vs. KNoxvILLE WATER Com- 
PANY, just decided, for authorities. 

The opinion proceeds next to investigate the question of the 
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investment or capitalization on which the profits are to be com- 
puted. On this point, Judge Hough, who granted the final decree 
of the Circuit Court, found that the valuation of the property © 
employed by the company in the gas business was fifty-nine 
million dollars. (The master had placed this value at $83,357,000, 
twenty millions of which was included as good-will.) In arriv- 
ing at this estimate, Judge Hough held that as to real estate and 
other property the value of the property at the time of the 
inquiry should be taken. This ruling, as to the time at which the 
value is to be considered, Judge Peckham upholds. Prof. William 
Z. Ripley some time ago suggested that to deny the right of a 
company to this unearned increment, as Henry George called it, 
that is, the difference between the value of the land at the 
time of its acquirement and that at the time of the inquiry, would 
amount to government ownership, the company continuing merely 
to operate it at a fixed rental. (Quarterly Journal of Economics, 
1900, vol. xv., p. 124.) 

Another important asset to be appraised was the franchise. 
Although this franchise,—which, now in this day of streets 
sealed with double pavements, amounts to a virtual monopoly,— 
did not cost the company “a single penny,” “ it can not be dis- 
puted that franchises of this nature are property, and can not 
be taken or used by others without compensation. Mononca- 
HELA Company Vs. U. S., 148 U. S., 312; Peopie vs. O’BrIEN, 
111 N. Y., 1, and the cases cited.” (This question, although 
judicially settled, is still the subject of controversy among econo- 
mists, and the principle here laid down is in direct contrast with 
that contained in the German Company Law, which prohibits 
the charge to assets of any item above cost price.) The court 
fixes the value at $7,781,000, which was the amount agreed upon 
in 1884 by the committee appointed to appraise the assets of the 
constituent companies for the purpose of fixing the Consolidated 
Company’s capitalization. Judge Hough, in his decision, 
increased this value proportionately to the increase in value of 
the company’s tangible property. Judge Peckham, in overruling 
this formula, pointed out that the value of the franchise depended 
on the earning power of the company owning it, that this power 
amounted to as high as twenty-five per cent. of the capitalization 
in the case of one of the constituent companies, that this value 
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was due in large measure to the fact that up to that time the 
State had not exerted its prerogative of fixing rates, and that 
since this prerogative had been exerted, and the price of gas 
lowered, the value of the franchise, to a certain extent, had been 
impaired. Thus the court accepted unaltered the valuation fixed 
in 1884, saying that to use any formula of arriving at a proper 
increase or decrease in value is “too much a matter of pure 
speculation.” But, as we pointed out at the beginning, the court 
lays down no general principle, and the decision “can form no 
precedent in regard to the valuation of franchises generally where 
the facts are not similar to those in the case” before it. 


The fact that the company, for the purpose of taxation, fixed 
the value of its franchise above that allowed by the court is 
passed over in a paragraph which amounts to this: In view of 
this decision in the legislative acts which it upholds, your 
franchises are undoubtedly not worth as much as you thought 
they were during the time you hoped for and expected a more 
favorable decision. Next time you will reduce this value, there- 
fore, and pay less taxes. Besides, these large taxes were included 
in your expenses, and were, therefore, deducted from earnings. 

Judge Peckham agreed with Judge Hough, and against the 
Master, in the matter of “ good-will.” He held that there was a 
monopoly, that the company had no competitors, and hence that 
the item of good-will should not be included as an asset. 


As to the second question, what rate of return should be 
allowed, the court decided that in view of the little risk involved 
in the enterprise, and in view of the monopoly, and generally in 
view of all the circumstances of locality and hazard, and of the 
prevailing rates of return for like investments in the same local- 
ity, six per cent. is a fair and reasonable return. The court 
reiterated, however, that this conclusion was arrived at after a 
consideration of the peculiar facts surrounding this case, and that 
the conclusion is in no way a criterion for future decisions unless 
the facts are similar. 

It is interesting to note in this connection that the courts are 
less favorable to public service corporations than are the people, 
for whose benefit a restricted return is enforced. For instance, 
the State Commission three years ago fixed a reasonable return 
at eight per cent. In Boston the rate was fixed in 1906 at seven 
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per cent. by the Massachusetts Legislature, which passed a bill 
known as the “ Sliding Scale” Bill. It provided that the com- 
pany could not pay a dividend of more than seven per cent. (one 
per cent. less than the then prevailing rate) until one year after 
the price of gas had been reduced five cents below the then 
standard rate of ninety cents per thousand feet, and that there- 
after a reduction of five cents in the price of gas would be neces- 
sary to pave the way for each increase of one per cent. in the 
rate of dividends. The immediate effect of the Massachusetts 
bill was to cause a voluntary reduction in the price of gas to 
eighty-five cents, and this notwithstanding the fact that the 
capital of the gas company was only $15,121,600, while the cost 
of the property to the syndicate was $24,357,610, and the actual 
replacement value of the property, excluding allowances for 
good-will, franchises and earning power, was about as large. But, 
of course, all this happened in Boston! 

The court then proceeded to say that, deducting the increase 
allowed by the lower court in the matter of the franchise, the 
net return to the stockholders on the investment was five and 
one-half per cent. It then showed that the items of real estate 
and plant valuations were necessarily speculative, and that if 
they should be slightly lowered to approach the appraisal of the 
defendant's experts the return on the investment would be six 
per cent. In fact the difference, one-half of one per cent., was 
so small that the court decided, as far as the eighty cent and 
seventy-five cent rate was concerned, that the law was con- 
stitutional. It, however, made the decision without prejudice, 
so that at the end of a year, when the rate has been tried, a new 
application for an injunction may be made. 

The method of distributing the funds accumulated in court 
by the payment by the consumers of the twenty cents per thou- 
sand bone of contention was formulated by Judge Lacombe, and 
the rules are so interesting, from the accountant’s point of view, 
that we quote them verbatim: 

Rebates to all current consumers of record will be made upon the 
evidence furnished by their account on the company’s books. In these 
cases it will not be necessary for consumers to present their receipted bills 
as evidence of their claims. A check for the amount to which each is 
entitled will be mailed to the premises where he is consuming gas, or to 


the address to which his bills are regularly delivered or mailed, unless 
notice in writing to be given to the gas company of another address to 
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which it is desired that such remittance shall be made. In the event of a 
current consumer of record at the time the rebate becomes payable chang- 
ing his address before receiving his check, he should advise the com- 
pany of his future address to which the check may be mailed. 

Claimants who are not current consumers of record should make their 
claims in writing. If receipts are lost, or do not clearly indicate the name 
of the consumer, a sworn statement, the form of which may be obtained 
from the disbursing office, will be required. 

All repayments will be subject to deductions of any amount the claimant 
may be in arrears to the company. Consumers are warned against 
handing over their receipts to unknown persons who may appear and 
represent that they are sent by the gas company or by the Special Master. 

The receipts are not negotiable paper, and the presentation of them by 
any person who did not himself pay the money will not entitle the holder 
to repayment unless he presents at the same time an assignment of the 
claim executed by the consumer in whose name the bill is made out and 
acknowledged before a notary public. In cases, however, where there is no 
such written assignment the holder of the bills will be given an oppor- 
tunity to make satisfactory proof, under oath, that they were assigned to 
him. 

Persons who hold assignments of claim may give notice of such fact, 
but such notice must be clear and precise. It should indicate specifically 
the several months and years for which they hold receipts, and should 
identify the claim not by the meter number, but from the hyphenated 
number which will be found in typewriter on the face of each receipt 
(e. g. 23-2179 20-1000). These are the number of the consumers’ ledger 
and folio. 

No notices of assignment will be received at the office of the Special 
Master after 3 P. M., nor at any disbursing or other office of the company 
after 4 P. M. The work of disbursing will be conducted in the office 
whose location will be announced within a day or so. 


We should, perhaps, add that the Supreme Court held the 
two acts of the New York Legislature unconstitutional, in so 
far as they prescribed a pressure that would necessitate a prac- 
tically entirely new equipment of pipes, and in so far as they 
prescribed unwarrantably enormous penalties. These void por- 
tions of the law, however, were held to be separable from the 
portion fixing the rate, and inasmuch as the Legislature would 
probably have passed the valid parts, even if it had not passed 
the void parts, the acts were declared separable and enforceable 
as to their valid parts. 


City of Knoxville vs. The Knoxville Water Co. 
Had Mr. William M. Lybrand, author of a series of articles 
on “The Accounting of Industrial Enterprises,” the third of 
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which appeared in THE JouRNAL or AccouNTANCy for January, 
1909, been given opportunity to read in advance the opinion in 
the above entitled case, he would probably have written a differ- 
ent introductory paragraph to his chapter on depreciation. He 
says: “ When the subject of reserve for depreciation and renew- 
als is approached, discussion thereof is attempted by the writer 
with some hesitation. Books and pamphlets are published 
thereon, the best accounting thought of the country is being 
directed thereto, Federal and State accounting authorities are 
struggling with the problem, and the whole matter seems at 
present to be in a formative state.” The attention of the pro- 
fession is called to the vigorously expressed ruling of Judge 
Moody on this subject, quoted below—a ruling marked by sound 
business sense. 


The case involves the constitutionality of a municipal ordi- 
nance reducing the water rates charged by a water company for 
water supp’ed within the city limits. The court first points out 
that the fact that the rates were fixed by the municipality does 
not invalidate them, inasmuch as the Legislature had the power 
to and did delegate this function to the city. In the next place, 


the court holds that the report of the master, as to the findings 
of fact, is not conclusive or binding on the Supreme Court, and 
that in order to work substantial justice to all parties concerned 
the court will examine the entire record. 


The next question to be determined is the true valuation of 
the property “upon which the company is entitled to a return.” 
The opinion takes the figures of the master and shows that his 
appraisal of the total assets was $608,000, of which $10,000 was 
allowed for “ organization, promotion, etc.,” and $60,000 for 
“going concern.” As to the latter item, the court adds: “The 
latter sum we understand to be an expression of the added value 
of the plant as a whole over the sum of the values of the com- 
ponent parts, which is attached to it because it is in active and 
successful operation and earning a return. We express no 
opinion. ... We assume without deciding that these items 
were properly added in this case.” The value of the 
tangible property, therefore, was $538,000, or the difference 
between the total value and the amount allowed for 
intangible property. “ This valuation,” proceeds Judge Moody, 
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“was determined by the master by ascertaining what it would 
cost, at the date of the ordinance, to reproduce the existing 
plant as a new plant. The cost of reproduction is one way 
of ascertaining the present value of a plant, ... but that 
test would lead to obviously incorrect results if the cost of repro- 
duction is not diminished by the depreciation which has come 
from age and use.” 

Was the plant then worth what it would cost to reproduce 
it? The court answer, categorically, No; but it does not answer 
the next most obvious question, How much less than the cost of 
reproduction is it worth? It merely states that there should have 
been “a considerable diminution, sufficient, at least, to raise the 
net income found by the court above six per cent. upon the 
whole valuation thus diminished.” 


It was contended by the company that the capitalization 
should have some influence in determining the valuation of the 
property. “It is a sufficient answer to this contention that the 
capitalization is shown to be considerably in excess of any valu- 
ation testified to by any witness, or which can be arrived at by 
any process of reasoning.” The court illustrates its meaning by 
pointing out that in one case work was paid for in bonds equal 
at par to the value of the work, but that there was added to the 
bonds paid to the contractor $200,000 worth of common stock. 


So much for the question of the value of the property upon 
which the company is entitled to a return. The amount of the 
return, the court goes on to say, should be large enough to 
cover depreciation besides the reasonable returns properly desig- 
nated profits. “ The company is not bound to see its property 
gradually waste without making provision out of earnings for 
its replacement. It is entitled to see that from earnings the value 
of the property invested is kept unimpaired, so that at the end 
of any given term of years the original investment remains as 
it was at the beginning. It is not only the right of the com- 
pany to make such a provision, but it is its duty to its bond and 
stock holders, and in the case of a public service corporation, at 
least, its plain duty to the public. If a different course were 
pursued, the only method of providing for replacement of 
property which has ceased to be useful would be the investment 
of new capital and the issue of new bonds or stocks. This 
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course would lead to a constantly increasing variance between 
present value and bond and stock capitalization,—a tendency 
which would inevitably lead to disaster either to the stockholders 
or to the public or to both. If a company fails to perform this 
plain duty, and to exact sufficient returns to keep the invest- 
ment unimpaired, whether this is the result of unwarranted divi- 
dends upon over issues of securities or of omission to exact 
proper prices for the output, the fault is its own. When, there- . 
fore, a public regulation of its prices comes under question, the 
true value of the property then employed for the purpose of 
earning a return can not be enhanced by a consideration of the 
errors in management which have been committed in the past.” 


After examining two errors in the decision of the lower court, 
Judge Moody says that it can not be determined with certainty 
whether the rates complained of are in fact confiscatory, because 
theoretically the question is doubtful, and practically it has never 
been demonstrated, for the company never submitted to the 
reduced rates, although the ordinance was seven years old. “If 
a company of this kind chooses to decline to observe a municipal 
ordinance or a legislative act, and prefers rather to go into 
court with the claim that the ordinance is unconstitutional, it 
must be prepared to show to the satisfaction of the court that 
the ordinance would necessarily be so confiscatory in its effect 
as to violate the Constitution of the United States.” He asserts 
that in the present instance the court can not know that the 
return would not be sufficient, and it does not feel called upon 
to determine whether a demonstrated reduction of income would 
or would not amount to confiscation. ‘‘ Where the case rests, 
as it does here, not upon observation of the actual operation 
under the ordinance, but upon speculation as to its effect, based 
upon the operations of a prior fiscal year, we will not guess 
whether the substantial return certain to be earned would lack 
something of the return which would save the effect of the ordi- 
nance from confiscation.” The court, therefore, decides in favor 
of the city, without prejudice, meaning that if a fair trial should 
demonstrate that the new rates do amount to confiscation, the 
matter may again be presented. 


The decision has generally been held acceptable by the finan- 
cial press. Especially salutary is that part of Judge Moody’s 
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opinion which sets forth the court’s attitude toward predatorily 
inclined legislatures. “ Our social system rests largely upon the 
sanctity of private property, and that State or community which 
seeks to invade it will soon discover the error in the disaster 
which follows. The slight gain to the consumer, which he would 
obtain from a reduction in the rates charged by public service 
corporations, is as nothing compared with his share in the ruin 
which would be brought about by denying to private property 
its just reward, thus unsettling values and destroying confidence. 
On the other hand, the companies to be regulated will find it 
to their lasting interest to furnish freely the information upon 
which a just regulation can be based.” The fact that these are 
the words of one who came to the Supreme Court Bench as 
late as 1906, when rate regulation had become rife, is deemed 
by many especially encouraging. 

To those who would carry the investigation of this subject 
further, we recommend a reading of Prof. Ripley’s article in 
the Quarterly Journal of Economics, Vol. XV., pp. 106-137, and 
an examination of the following cases: REGAN vs. FARMERS’ 
Loan & T. Co., 154 U. S. 362; Smytu vs. Ames, 169 U. S. 466; 
EX PARTE YOUNG, 209 U. S. 123. A complete exposition of the 
Law of Public Control of Public Utilities is that contained in the 
masterful and exhaustive work of Wm. M. Ivins and Herbert 
Delavan Mason, entitled “The Control of Public Utilities ” 


(1908). 
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Some Principles of Cost Accounting.* 
By Ernest Reckitt, C.P.A. 


In the choice of a subject, I have been influenced not only by 
the growing demand on the part of manufacturers for intelligent 
men in their cost departments, but also by the necessity of a 
greater appreciation of correct principles in the application of 
“costs.” Many business men have unfortunately lost faith in the 
benefits to be derived from maintaining a cost department, and it 
has been my experience that usually in such cases the failure of 
the system has been due to illogical methods and a failure to 
bring the information which should be prepared by this department 
in concise form before the superintendent and general manager. 
Thus, it is no uncommon thing to find the ‘total factory expense 
apportioned on the basis of the prime cost of the complete 
machines, instead of determining the factory expense of each 
department and apportioning same on the parts manufactured by 
that department. Where the factory output consists of a variety 
of machines and where the factory expense of some departments 
is much heavier than in others, it will be readily seen that the 
latter plan is the only one which could give accurate results. 

Before entering upon the discussion of what constitutes fac- 
tory or manufacturing cost, it is advisable that you should have a 
clear understanding of certain of its features, and the first that I 
will call your attention to is that of Rental. 

The actual ownership of a plant, that is, the real estate, build- 
ings, boilers and engines, is not essential in order to manufacture. 
Not only can plants be rented, but the power, light and heat can 
be purchased from outside sources. Therefore, if a manufacturer 
decides to invest the whole or part of his surplus capital in real 
estate, plant, etc., and erect his own power, light and heat plant, 
he is actually engaging in other enterprises not absolutely essen- 
tial to the manufacture of the articles he sells. As an illustration, 
we may suppose a concern, that for convenience sake we will call 
the Smith Mfg. Co., having a capital of $150,000.00, whose net 
profits amount to $30,000.00, and who pay an annual rental of 
$9,000.00 to a Mr. Brown on property valued at $100,000.00. It 

* Part of an address delivered tefore the Illinois Institute of Accountants. 
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is fair to assume that Mr. Brown pays out in taxes, insurance 
and repairs the sum of, we will say, $2,000.00 a year and makes a 
reserve for depreciation at the rate of 2% per annum or $2,000.00, 
leaving a net available profit to himself of $5,000.00, or 5% on 
his investment of $100,000.00. 

The question arises whether it would be a good invest- 
ment for the Smith Mfg. Co. to own its own real estate and 
plant, or whether it would be wiser to continue to rent. If they 
purchase the premises for $100,000.00 out of their earnings, they 
will then have an invested capital of $250,000.00, producing 
profits amounting to $35,000.00 per annum or 14% on their 
invested capital, while prior to that time their profits amounted to 
20°%% on a capital of $150,000.00. Hence it will be seen that it 
would be folly to sink $100,000.00 in the purchase of a plant, 
unless their profits produced more money than they could 
advantageously use in increasing their business, or unless it was 
considered that the purchase of the plant was a good conservative 
investment. But the $100,000.00 so invested could have been used 
to purchase bonds or other safe securities and their regular and 
legitimate business would have gone on just the same. It is, 
therefore clear, that if a company, private firm or individual owns 
its own plant, it should consider it as a matter quite outside of 
the investment in the manufacturing business, and should charge 
the latter with rent, so that the true percentage of profit on the 
articles manufactured can be arrived at. Furthermore, in nearly 
all factories it is found necessary to establish departments, one 
department manufacturing one part of the mechanism or articles 
dealt in, while another department carries out other operations. 
Each department should be charged with its proper proportion of 
rent, and this same plan is sometimes carried still further by 
charging each machine with its proportion of rental charges. 
Thus the cost of operating a large steam hammer in respect to 
space occupied would be very much larger than that of a small 
drill used in conjunction with special tools. 

To determine the rental chargeable by a concern owning its 
own real estate and plant, it is necessary to open on the general 
ledger an account to be termed Real Estate Operating Account, 
and to charge this account with the following items: 

(I) Real Estate Taxes, 

(II) Fire Insurance on Buildings, 
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(II1) Repairs to Buildings, 

(IV) Depreciation on Buildings, 

(V) Interest at 5% or 6% per annum on the amount invested 
in Real Estate and Buildings, 
—and to credit this account and charge the various departments 
each with its proportionate amount which in the aggregate will 
equal the total debits. To make this clearer I have drawn up the 
following statement as illustrating a Real Estate Operating 
Account: 


DesitTs 
Real estate taxes 
Fire wmsurance........ 
Repairs 
Depreciation 
Interest at 5% on in- 


CREDITS 
Distribution to Departments: 
Chargeable to Dept. A.. $3,000.00 
Chargeable to Dept. B.. 1,500.00 
Chargeable to Dept. C.. 3,500.00 
Chargeable to power 


vestment pl 500.00 
Chargeable to adminis- 
tration expense for 


office bldg 


$9,000.00 


The charge appearing in the above account representing inter- 


est at 5° on the investment in real estate and buildings should be 
credited to a Real Estate Profit and Loss Account. 

The next item of factory cost that requires comment is 
depreciation. It is not my object to treat fully of depreciation, as 
to do so would demand a lengthy paper on this subject alone, but 
merely to point out its importance. Depreciation may be said to 
be the gradual diminution in value, due to wear and tear, obsoles- 
cence, or other causes, of what are termed fixed assets, such as 
leases, patents, buildings, machinery, etc. I believe it was John 
Mann, C. A., of Glasgow, who said that the application of the 
principles involved by the term depreciation is merely an acknowl- 
edgment of that universal law that nothing around us is eternal, 
and that sooner or later everything must succumb to the destruc- 
tive forces of the elements or to change of conditions. 

Closely allied to depreciation is the item of extraordinary 
repairs. We will suppose that a factory has been built and new 
boilers, engines and machinery installed. It is reasonable to 
expect that during the first year the repairs will be exceedingly 
light ; during the second year, somewhat heavier ; during the third 
year, still greater ; until it may be the fourth year and after, before 
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the repairs to the machinery appear to cost approximately the 
same each year. Yet it is only fair that the first and second years’ 
business should be chargeable with a part of the repairs made dur- 
ing succeeding years, as it is the wear and tear of these years 
that has largely been instrumental in causing the outlay in 
the third and fourth years. For this reason it is proper and con- 
servative to charge the first and second years with an estimated 
amount to cover repairs to be made in the future and to credit a 
Reserve Account which in later years may be used to lessen the 
charge to Profit and Loss for this form of outlay. 

While it is perhaps scarcely within the scope of this paper, I 
would state that no factory accounts are complete without a 
system, preferably a card system, for recording all the machinery 
in stock. There should be a card for each machine, filed in the 
case in such a manner that its location in the factory can be 
immediately determined. If the machine be moved from one 
room to another the card is similarly changed to another sub- 
division in the case. Each machine should be numbered, the cor- 
responding number being entered on the card, in addition to 
which the card should show: 


(1) Description of machine 

(II) Date of Purchase 

(III) From Whom 

(IV) Original Cost 

(V) Freight Paid and Cost of Installment 

(VI) Amount of Depreciation Written Off Each Year 
(VII) Date Scrapped. 


On the other side, the card should record cost of all repairs made, 
so that a complete history of each machine can be obtained by the 
factory superintendent. When the repairs to the machine pass 
beyond a certain point, this fact can be ascertained, and a decision 
reached as to whether or not it would be cheaper to send the 
machine to the scrap heap. 

- Having dealt with some features of factory costs which 
require more careful study than such items as cost of material and 
labor, we may safely pass on to the subject of what constitutes 
factory cost and of other definitions of terms used in this connec- 
tion. 

The terminology of this subject is in a very chaotic condition, 
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this being due largely to the fact that the science of factory costs 
is hardly out of its swaddling clothes. Though many systems of 
factory costs have been brought up to a high state of perfection, 
they are isolated, and though many valuable articles as well as 
books have been written, each person has pursued this investiga- 
tion along his own special lines and there does not appear to have 
ever been any convention of those interested in this subject, so 
that a nomenclature and definition of terms which would be 
accepted by all could be settled for all time. Thus, that part of 
the cost of manufacture other than cost of material and direct 
labor is known by a multitude of terms, such as, Factory Expense, 
Factory Burden, Overhead Charges, General Expense, Establish- 
ment Charges and “ On Cost.” To the student this is at first con- 
fusing, until he realizes that they all mean one and the same thing. 
Even the term “cost” is frequently used in a very off-hand 
manner, some people understanding by this term the cost of 
manufacture and not total cost, incTitking the cost of selling and 
administration expenses, while others again might understand it 
to be the cost to the purchaser, which is equivalent to the selling 
price. 

Webster’s Dictionary says that the word “ cost ” means “ The 
amount paid for anything; a charge; an expense ”’; but it will be 
advisable that a clearer understanding of what cost represents 
should be had before going any further. It is important that we 
should know what are the factors that enter into the cost of any 
manufactured article. In the following diagram I have attempted 
to show these factors. 


Prime Cost 
Direct Labor 


Direct Factory Expense. 


Material. 


f Factory Cost 


Factory Expense 


Cost 4 Indirect Factory Expense. 


Distribution 


Administration 


| Selling Cost 


As I do not propose in this paper to enter into any discussion of 
the cost of selling, you will note that the subject to be dealt with 
is factory costs, or, as it is often termed, cost of manufacture. 
This division of the subject is a rational one, for there is a dis- 
tinct line of demarkation between the cost up to the point of plac- 
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ing the finished product in the stockroom ready for shipment, and 
which involves all items entering into cost of manufacture; and 
the cost of selling, which includes salaries and commissions to 
salesmen, traveling expenses of salesmen, cost of packing and 
shipping goods from stockroom or warehouse, cost of administra- 
tion in salaries to officers and clerical staff in recording sales and 
in collection of accounts and other office expenses incidental 
thereto. 

You cannot separate, however, prime cost from factory 
expense, for in a factory there can not be such a thing as prime 
cost without factory expense, and the line of demarkation between 
the two is difficult to distinguish, and can only be carried out after 
a thorough knowledge of the fundamental principles underlying 
each. 

Generally speaking, we may define prime cost as that 
portion of the cost of any part or whole of a mechanism or mate- 
rial manufactured, that can be absolutely known as chargeable to 
same without having to resort to estimates based upon percent- 
ages or any other more or less arbitrary method. Thus, in the 
simplest system of factory costs, the cost of two ingredients of 
prime cost is always ascertainable, namely, cost of material and 
direct labor. Direct labor is the term used to designate the labor 
actually spent carrying out some operation on the part manufac- 
tured, while the term indirect labor represents the labor which it 
is impossible to charge up against any one part, such as wages 
paid to foremen, inspectors, roustabouts, etc. 

It follows that the most accurate costs are obtainable when 
most of the cost of manufacture can be classified under the head- 
ing of prime cost. But higher civilization and the wonderful 
development of machinery as a substitute for human labor is 
making the proportion of cost of manufacture chargeable to prime 
cost become smaller and smaller with a corresponding increase 
in factory expense. As an illustration of this fact, when Robinson 
Crusoe hewed down the tree from which he made his canoe, the 
cost of such a boat was all direct labor, and not even cost of 
material could enter into the calculation. Under a somewhat 
higher state of civilization the order for a boat merely necessitated 
the shipwright’s purchasing some sound oak lumber from a 
neighboring farmer and with his own hands building the boat. In 
this last case you have cost of material and direct labor. The 
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introduction of machinery has changed those conditions, and what 
was once carried out by human hands is now largely accomplished 
by machinery, so that the prime cost of an article is apparently 
much less when machinery plays a part than when it is only par- 
tially used or not at all. 

It is, therefore, clear that machinery is but another form of 
labor, and that the cost of machine labor, or what may be termed 
“machine cost”, is a part of prime cost, if it can be accurately 
determined. I have gone somewhat fully into this phase of the 
question to show how fine a dividing line exists between prime 
cost and factory expense; that one can not exist without the 
other, and that the division between the two is in reality arbitrary. 

In a factory where there is more than one department, it is 
customary to charge each department with its particular expenses 
in so far as these can be arrived at, and in this manner to calculate 
more accurately the cost of each particular part. When factory 
expense can be thus accurately distributed between departments, 
it is termed direct factory expense, and those expenses which it is 
impossible to distribute as between departments are known as 
indirect factory expense. Here again we find it difficult to make 
any exact dividing line as between direct and indirect factory 
expense; for what in one plant may be classified as direct, 
becomes indirect factory expense at another plant. For instance, 
one plant may possess meters or other instruments for measuring 
the electricity or other motive power used in each department, 
while another plant may contain no such gauges, and in this latter 
case the cost of power would have to be classified as indirect 
factory expense. 

From the above remarks I now call your attention to the 
following table showing the various items of costs entering into 
the total cost of manufacture, arranging them as far as possible 
under their usual classifications ; but it must be borne in mind that 
in so far as the distributions under direct and indirect factory 
expense are concerned, they are by no means final: 


Prime Cost: 


Material, 

Freight In, 
Handling Charges, 
Direct Labor, 
Royalties. 
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Direct Factory Expense: 


Defective Parts, 
Supplies, 
Part Indirect or Unproductive Labor, 
Repairs and Replacements, 
Depreciation, 
Insurance, 
Taxes, 
Power 
Light. } If amount to each department can be ascertained. 
Heat 
Indirect Factory Expense: 
Salary of Superintendent and part Indirect Labor, 
Shrinkage in Inventories, 
Casualty Insurance, 
Salaries and Supplies, Cost Dept. 
Salaries and Supplies, Purchasing Dept. 
Salaries and Supplies, Stock Dept. 
Salaries and Supplies, Drafting Dept. 
Power 
Light | If no separation between departments is possible. 
Heat | 

In arriving at the cost of power, light and heat, where all of 
such items are manufactured by the concern operating the plant, 
it is, as stated heretofore, customary to consider the power plant 
as a separate institution or department, the various items of cost 
entering into same being shown in the following table: 

Power Plant: 

Fuel, 

Supplies, 

Labor, 

Rent, 

Repairs and Replacements, 

Depreciation, 

Taxes and Insurance. 
Upon ascertaining the cost of the power plant, such cost must be 
pro rated over the other departments in proportion to the amount 
of power, heat and light supplied. 

Having discussed the various items of cost and their nature, 
the next step is a consideration of how to apply a knowledge of 
the amount in the aggregate of such costs to a determination of 
the cost of each and every part manufactured. 


Rent, 
| : Abandoned Tools, 
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Taking up first prime cost, it does not require any large 
amount of experience to see that the cost of the material is based 
upon an actual measurement of the material used and that the 
direct labor can also be readily computed from the daily reports 
of employees. Where wages are paid by piece work, it will be 
seen that this can easily be ascertained by adding together the cost 
of each operation ; and where employees are paid upon a per diem 
basis, the average cost per operation is obtained from the daily 
reports which show the number of good parts operated and manu- 
factured during the course of several days. 

Factory expenses, whether direct or indirect, can not be calcu- 
lated in this exact manner and various methods are in use for pro 
rating these expenses, each of which has its advantages in special 
cases. These methods are: 

(I) A rate varying with quantity of material handled, or 

what may be called the “ Unit System.” 

(II) Percentage on prime cost. 

(III) Percentage on amount of direct labor in money values. 

(IV) Percentage on time spent by direct labor. 

(V) The method known as machine cost. 


Quoting from the article on this subject by John Mann, Jr., 
Chartered Accountant, of Glasgow, appearing in the Encyclopedia 
of Accounting: 

All these methods should bring out the same total result, that is 
taking the work in mass, but they vary much in accuracy when applied 
to departments or pieces of work. Extraordinary differences emerge 
under the various methods, and as costing becomes more minute and 
exact the selection of the best method of distributing expense is of 
great importance. The opinions expressed as to the merits of these 
systems are conflicting. The fact is that each is to some extent a com- 
promise, so that in making a selection the peculiarities and special cir- 
cumstances of each industry must be remembered. It may be best to 
adopt different principles in different classes of expenses by different 
methods. 

To those of you.who desire to make a special study of this 
subject I would advise a careful perusal of the balance of this 
article in the Encyclopedia of Accounting. I will content myself 
with a few comments upon each method. 

(1) The Unit System.—This method is used to advantage in 
any plant or business where the product is uniform, such as brew- 
eries, coal mines, flour mills, when the commodity is sold on a unit 
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basis. Thus the factory expense is divided by the output so as to 
arrive at the factory expense per barrel or per ton. It will, how- 
ever, be seen that in case of a factory turning out several grades 
of the same article, such as a flour mill, even the above method of 
distributing could not be used without taking into consideration 
some other factor, which would charge a greater proportion of 
the factory expense to a higher grade than to the lower grade. 

(II) Percentage on Prime Cost.—This method is not to be 
recommended except in small concerns where an elaborate cost 
system is not practicable. It is what might be termed a rough and 
ready method, and is one which is commonly used in small estab- 
lishments, as, for instance, a tailor’s shop, where it is customary 
in figuring the expense of making a suit of clothes to add to the 
cost of the cloth used the amount of labor necessary for making 
same, to the total of which is added a percentage of the prime 
cost to cover other expenses of the business. In this way it will 
be seen that a man ordering a more expensive cloth will be really 
paying more than his share of the running expenses of the busi- 
ness compared with the man who orders cloth of a cheaper 
texture. This method of distributing factory expense is, however, 
very commonly used by larger concerns and erroneously so, as it 
leads to many inaccuracies in obtaining accurate costs. 

As another illustration we may take a concern dealing in 
silverware and allied goods. In the particular case in point, not 
only does the concern manufacture solid silver spoons but also 
silver-plated ware. The cost of the material in one case is very 
much higher than in the other, and to pro rate the factory 
expenses on the basis of prime cost will result in two evils; first, 
the cost of the solid silverware reported by the cost department 
will be considerably higher than it actually is ; second, the reported 
cost of the silver-plated ware will be considerably less than it actu- 
ally is. If the selling prices were based upon such inaccurate 
costs, it would be found that the selling prices of solid silverware 
were higher than those of their competitors, with the result 
that they would lose orders ; while in the case of the silver-plated 
goods, their prices would be lower than those of their competi- 
tors, with the probable result that they would be inundated with 
orders, but these orders would bring in little or no profit to the 
concern. 

(IIT) Percentage on Direct Labor.—In many concerns this 
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method is popular and good, but it is not applicable in'a concern 
which manufactures both large and small goods, involving in one 
case the use of heavy machinery and in the other a number of 
small machines. Otherwise, it may be used to considerable 
advantage, as the cost of direct labor in any part or mechanism 
can always be known, and the proportion that exists between the 
total factory expense and the total direct or productive labor 
is readily ascertainable. It is-not, however, an advisable method, 
unless conditions of labor remain fairly normal, and in cases 
where automatic machinery is largely used this method could not 
be adopted, inasmuch as such machinery is taking the place of 
labor. 

(IV) Percentage of Time Spent by Direct Labor.—Of all the 
methods of distributing factory expense this is probably the most 
scientific. The element of time enters very largely into most of 
the fixed expenses of a business; therefore, it would appear that 
factory expenses should be distributed on the basis of the length 
of time that it requires any part of a product or the product itself 
to be manufactured. Under this plan it will be seen that an 
employee who loafs at his work is increasing in the same propor- 
tion the amount of factory expense chargeable to the cost of the 
product. This method, therefore, brings out very clearly the great 
importance of speed in attaining results. A case to illustrate this 
point would be that of a large office building which is to be con- 
structed. A few years ago it was not an uncommon thing to find 
that it took two years to erect such a building ; now it is the excep- 
tion. We see a whole building torn down, foundations laid, the 
steel construction erected and enclosed with masonry and brick, 
and the whole of the inside of the building completed within 
twelve months. The cause of this great activity is to be found in 
the fact that the interest on the money lying idle in the first case 
is twice as large as in the second case, and a further saving by 
securing the erection of the building in one year is effected by the 
fact that one year after starting its erection the building is occu- 
pied and earning money. The value of the interest thus saved is 
such an important factor that it pays to expend large sums of 
money for overtime to mechanics and to incur other special 
expenses incident to obtaining speed. The same principle holds 
equally good in factories where the same amount of interest on 
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investment and many of the factory expenses go on the same, 
whether the factory be running full blast or closed down. 

(V) Machine Costs.—In this paper I have frequently alluded 
to the fact that machinery has to a very large extent taken the 
place of what prior to the introduction of machinery would have 
been direct labor. I have also stated that the most accurate costs 
can be obtained where the predominance of the cost was in the 
cost of material and direct labor, leaving only a small amount of 
factory expense to be distributed. It follows, as machinery is only 
another form of labor, that if we could by any process of figuring 
compute the cost of the machines in the same manner as we can 
direct labor, we should then arrive at a more accurate method of 
determining costs. This is just what the method known as 
“ machine costs ”’ attempts to accomplish ; but, of course, it is only 
with respect to machinery that carries out a distinct operation on 
a part manufactured that this method can be used. Thus, travel- 
ing cranes, shafting, pulleys, etc., can not come under this classifi- 
cation. The factors that enter into machine costs may vary in 
different establishments, but in any case they will include the 
following : 

(I) Interest on Investment, 

(II) Depreciation, 

(III) Repairs. 

To these factors others may be added, and should be added if they 
are obtainable, such as, rent of floor space and amount of power 
supplied. On arriving at the cost per annum of each of the above 
factors in respect to a machine, the normal number of hours that 
the machine will work during the course of a year is estimated 
and the total number of hours during the year is then divided 
into the total cost per annum, and in this way we arrive at what 
may be termed machine cost per hour. By adding to this the cost 
per hour of direct labor for the man employed to operate such 
machine or machines we obtain what is termed the “ machine 
rate.” It will thus be seen that in calculating the cost of any 
operation a great deal of guesswork in respect to certain elements 
of factory cost are thereby eliminated and a more accurate knowl- 
edge is obtained of the cost of each operation. 
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By Georce E. Roserts, 
President Commercial National Bank, Chicago. 


The subject of banking and currency is a large one to cover 
in one talk, but it is properly one subject, although not always 
recognized as such. 

The trouble with our currency system to-day, and the funda- 
mental difficulty in getting currency legislation, is that so many 
people insist upon treating banking and currency as entirely 
independent and separate subjects. You can’t comprehend 
modern banking unless you understand its function in the 
exchanges, and how it economizes the use of money and pro- 
vides substitutes for money. And on the other hand, you can’t 
comprehend the cugrency problem, and the laws which should 
govern the issue and supply of currency, unless you understand 
the science of the exchanges and the part that the banks play 
in them. 

The function of banking most commonly understood is that 
of receiving deposits and making loans. And it is a very 
important function. It drains a thousand small sums, unim- 
portant and unavailable in themselves, into one pool, which is 
a source of help and strength to the community. If you want 
to see the difference between a country where wealth is utilized 
in production and one where it is not, compare the United States 
with China or India. The balance of trade between the rest of 
the world and India has been in favor of that country for cen- 
turies, and a constant stream of the precious metals has been 
flowing into India to settle it. The stock of gold and silver in 
India is probably as great as the stock of the United States, but, 
instead of being gathered into banks and made the basis of 
credit, it is hoarded in temples and buried in the ground. So far 
as benefits to the masses of the people are concerned the vast 
aggregate of products which has made up the balance of trade 
in favor of India might as well have been thrown into the sea. 
They have bought this stock of gold and silver; they have paid 
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for having it mined and coined and transported, and then buried 
it away from sight or use. 

That is one function of banking—the gathering together of 
the country’s stock of money and making it available for use, 
and it is an opinion often expressed, in Congress as well as else- 
where, that the banks should be restricted to this function, and 
that the government should issue all the money. And the tak- 
ing of deposits and making of loans is of course the chief 
function of banking, but it is a great mistake to suppose, as the 
average man is apt to, that a bank takes in nothing but money, 
and lends nothing but money, and that nothing but money is 
used in the exchanges. The fact is that nine-tenths of the 
deposits in banks are not made in money, but by credits, and nine- 
tenths of our payments are effected without the use of lawful 
money, but by means of unofficial credit instruments, and it is 
upon this relationship of the banks to the exchanges that the 
argument for a bank note currency is based. Money nowa- 
days is only the small change of the business world. We use 
money for payrolls, for the retail trade, for the primary pur- 
chases of farmers, and we use it for bank reserves, but in a 
country like the United States the great bulk of the payments 
are effected by our system of bank credits. And when I speak 
of credits I do not now refer to time credits, but to book entries 
and private credit instruments, such as checks and drafts and 
bank notes. A bank pays in a given amount of capital to estab- 
lish a credit of its own, and becomes a dealer in credits. Ifa 
man has a payment to make in a distant city, he doesn’t make 
a shipment of gold or of the lawful currency of the country, but 
buys from his banker a credit in that city, which he transfers 
in settlement of his debt. When one of our Chicago packers 
sells meat in Europe, or any part of the world, he receives in 
payment credits on the books of banking institutions in the 
financial centers—more often London-—which he disposes of to 
his banker or some dealer in exchange, and in that way gets 
them into his bank account here. And if you could examine the 
bank account of one of those big packing concerns whose sup- 
plies of live stock come from all over the West, and whose sales 
are made all over the world, you would find that one side of the 
account was made up of debits for checks given in payment for 
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live stock, and the principal items of operating cost, and that 
the other side was built up by credits in hundreds of cities at 
home and abroad, and about the only money used in a business 
aggregating hundreds of millions of dollars annually was the 
cash paid for labor in the slaughtering establishments. 

And if we trace back the payments for live stock, we find 
that a car load of cattle comes to Chicago from, say, Waterloo, 
Iowa; a check for it is deposited in a Chicago bank to the credit 
of a Waterloo bank, and the Waterloo bank credits the shipper 
with the amount. The shipper is now in a position to give his 
checks on the local bank in payment of his obligations in that 
community, and these credits are directly or indirectly trans- 
ferred to the local merchants. The local merchants are thus put 
in a position to draw on the local bank to pay the jobbing houses 
in Chicago or elsewhere, the local bank draws on the Chicago 
correspondent, and the original credit created by the car load 
of cattle is extinguished. The circle of payments is now com- 
plete. The car load of cattle has paid for an equal value of 
merchandise distributed at Waterloo, and from the Iowa farm to 
the meat consumers in the four quarters of the globe, the 
only use of cash may have been in paying the hired help on the 
farm, the labor in the packing house, and perhaps in the sale 
of the meats at retail. 

That is the way business is ordinarily done. The banker is 
the bookkeeper and settling agent for the business world. The 
different communities and countries make payment for what 
they buy of each other by drawing drafts on the central cities. 
These drafts are promptly forwarded to the central cities, and 
finally meet in the Clearing House in the hands of a dozen or 
so men, and are sorted and shifted until they practically cancel 
each other. 

Every morning the mails bring into this city drafts and 
checks calling for millions of dollars, and every morning the 
representatives of the associated banks meet in the Clearing 
House to settle with each other. The Commercial National 
Bank may have items on the Continental amounting to $500,000. 
The Continental may have items on the Commercial for, say, 
$450,000, or $525,000, and the small balance either way is paid 
in cash, and a million dollars of obligations are canceled. 
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The clearings of the Chicago banks in 1908 aggregated 
$11,855,814,000, or three and four-fifths times the total stock of 
money in the United States, and the clearings of all the cities 
of the United States aggregated $152,095,715,000, or forty-two 
and one-half times the stock of money in the United States. 

It is a wonderfully interesting and simple and effective method 
of making settlements, and the secret of its effectiveness and of 
the uniformity of results is found in the fact that trade between 
communities and countries naturally settles itself. A com- 
munity can not continually buy more than it sells, any more than 
an individual can. It will exhaust its resources and go broke 
just as an individual does. All commerce in the last analysis is 
simply a barter. Every community really pays for what it buys 
from the rest of the world with the commodities of its own pro- 
duction; and because this is so, because trade in its very nature 
is reciprocal, it follows that the drafts and checks which spring 
from legitimate trade will, if you bring them together, offset and 
settle themselves. That is the science of the exchanges. That is 
the service which a banking system renders in the exchanges. It 
is scarcely necessary to lay stress on the value of this service. 
It is a part of the machinery of a highly organized society. You 
can’t conceive of the present volume of business being handled 
in any other way. There isn’t gold enough in the world to 
handle the exchanges of the United States by anything like a 
system of cash payments. We can’t get along without gold as 
the basis of monetary and commercial systems. Gold is the uni- 
versal touchstone of value; it is the money of bank reserves and 
international payments, but it is too costly for a common medium 
of exchange, and the more completely it is eliminated from such 
use the better. 

It is just as desirable to effect every possible economy in the 
use of gold as in any other costly commodity or equipment; 
just as desirable as to effect an economy in the methods of trans- 
portation. The lower you can reduce the cost of making the 
exchanges, the nearer you come to endowing each man with the 
skill of all the race, and with the resources of every land and 
clime, 

The more advanced and progressive a people ‘are, the less 
they use any government-made money. I have said that we use 
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money for payrolls, the retail trade, and for the primary pur- 
chases of farmers, but the practice of keeping a bank account 
and making payment by check certainly grows and encroaches 
upon the use of money in even these fields. Money in its use 
as a medium of exchange is nothing but a ticket or token repre- 
senting value. That is all a government bill is, and even gold 
itself, when used as a medium of exchange, does its work no 
more completely than a piece of paper. 

You remember that during the panic last year an amusing 
story went around about an Irishman who called at a bank to 
draw his deposit. The cashier offered him a clearing house 
check, and explained that it would be accepted everywhere for 
payments, and answer all the purposes of money. The Irishman 
listened attentively, and then said: “ Yes, I understand; and, if 
the baby at our house wakes up in the night and cries for milk, 
I suppose I am to give him a milk ticket.” We all laughed at 
the Irishman’s wit, but what did we laugh at? Money itself per- 
forms only the office of the milk ticket. A man doesn’t want a 
government note or a gold coin in the same sense that he wants 
food. He wants money for the same reason that he wants a milk 
ticket—as a means of getting something else. 

If we could start to-morrow and have every person in this 
city make all payments from a shoe shine up by giving a check 
on a single bank, and at the same time deposit all the checks he 
received in the same bank, the condition of that bank would 
remain the same from day to day, and the only changes would 
be in the individual accounts. What went out of one account 
would go into another, and the business of the city would prac- 
tically clear itself through that bank. And that is what the 
banks tried to accomplish during the panic a year ago, when they 
issued their cashiers’ checks in denominations of money and 
marked “ Payable through the Clearing House.” There was an 
impromptu effort made spontaneously by hundreds of cities to 
settle not only ninety per cent., but all of the exchanges of the 
community, with instruments that could be brought into the clear- 
ing house, and that, in the clearing house, would offset and settle 
themselves. 

A cashier’s check is simply an informal bank note, and the 
bank note is simply another means of transferring bank credit, 
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similar to the check and the draft. It would save a great deal of 
confusion if the bank note could always be thought of as belonging 
in the class with the check and draft. Each of these three instru- 
ments has a field for which it is best adapted. A draft is an 
order drawn by one bank on another, and is commonly used for 
transferring credit at a distance. A check is an order drawn by 
a depositor upon his own bank credit. Drafts and checks are 
usually drawn for particular amounts and for specific transac- 
tions, payable to order, while bank notes are kept ready printed 
in even denominations, payable to bearer, for the sake of greater 
convenience in the many small transactions; but the three kinds 
of instruments are the same in principle. Over in Canada, where 
the issue of bank notes is free within certain limits, if a man 
borrows $1,000 of a bank, it makes no difference to the bank 
whether he opens an account and carries away a check book and 
exhausts his credit by drawing on it, or whether he takes one 
hundred $10 bills and pays them out instead of the checks. The 
liability of the bank is just the same in either case, and, if you can 
provide machinery by which the bank’s notes will be returned to 
its counter as promptly as checks, the parallel will be complete. 


We have imagined the theoretical result of having all the pay- 
ments of a city made by checks on a single bank, and through 
the operations of the clearing house that remains true with any 
number of banks. And if the banks were all free to pay out 
their own notes to meet the daily demand for currency for 
payrolls, and for the local retail trade and other uses which can 
not be conveniently served by checks, and if those notes were 
daily redeposited and sent back to the banks of issue through 
the clearing house, we would have the entire business of the 
city clearing itself by the most economical, adaptable, adequate 
and scientific system that can be conceived of. That would be 
the perfection of the exchanges. The draft and the check and the 
bank note together cover every form of payment that is made; 
they supplement each other, and complete a system, the essential 
principle of which is that the exchanges settle themselves. 


When the relations of the banks to the exchanges are under- 
stood, when it is seen that all the currents of trade pass through 
the banks, and that 90 per cent. of the exchanges are inevitably 
settled through them, it will be realized how foolish is the 
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fear that if allowed to supply a currency for the other Io per 
cent. they may conspire to abuse the power. Whatever validity 
there may be to other arguments against bank note issues, and 
I am free to acknowledge that there are dangers to be avoided, 
the idea that the banks may conspire to manipulate the volume 
of the currency in their own interest is preposterous. What- 
ever power the banks might have over their own issues they 
have now over the money which is deposited with them. 
However the money of the country may be issued, the bulk of it 
is always in the custody of the banks, and they have as much 
power over it now as though they issued it. They could con- 
spire to refuse to loan it, or loan it and then conspire to recall it, 
if such a crazy policy served their interests, just as effectively 
now as though the power of issue was in them. This argument 
for having all currency issued by the Government shows 
ignorance of the relations between banks and their customers, 
and of the part which the banks perform in the exchanges. 


The fundamental defect in a currency supplied by the 
Government is that it has no direct and responsive relation to the 
exchanges. The Government is outside of the business world, 
and has no means for either determining the changing needs of 
the country for currency or of putting currency into circulation. 
We have about $346,000,000 of United States notes in our 
monetary stock, a fixed quantity, never more or less, issued to 
help pay the expenses of a Government in war. We have about 
$568,000,000 of silver dollars coined from silver bought by the 
Government, and that is now an unchanging quantity. We have 
a large stock of gold and gold certificates, and this is the most 
responsive element in our monetary stock; but I have already 
stated one objection to gold as a common medium of exchange, 
i. €., it is too costly, and, moreover, the stock of gold is not 
readily responsive to changing business needs. In order to bring 
gold into the country you must negotiate for it abroad, and 
conditions abroad have much to do with the terms upon which 
it can be had. Let it again be repeated, there are no instruments 
of exchange so economical, so adaptable, so responsive and 
effective as the instruments that transfer bank credits—the draft, 
the check, and the bank note. 


But there are different systems of bank notes, and they are 
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not all equally effective or satisfactory. There were a conglom- 
eration of state systems in this country before the civil war, 
under which the losses to note holders were so heavy that an 
almost ineradicable sentiment against unsecured bank issues was 
created. That experience has colored all our views and domi- 
nated all our legislation on the subject since, with the result that 
in the national banking system we have thought of nothing but 
making the notes secure. We have surrounded the note-issuing 
function with such conditions, and so hampered and restricted it, 
and made it so inconvenient and expensive, that we have 
destroyed the responsiveness of the issues, which is the dis- 
tinctive merit of a true bank note currency. The national banking 
system has furnished a currency which in view of the limited 
issues of our Government bonds has been safe, but there is no 
natural relationship between the volume of the public debt and 
the needs of the country for currency. We have an abundance of 
money in this country to-day; it is a drug, and gold is going to 
Europe in consequence. But the Treasury has lately found it 
necessary to issue $30,000,000 of bonds for the construction of 
the Panama Cana!, and these bonds are passing into the hands 
of national banks because they are worth more to them than to 
any one else, and will become the basis of additional issues of 
currency. On the other hand, during the panic, when there was 
pressing need for additional currency, there was nothing to be 
gained by buying bonds at a premium in order to take out a 
smaller amount of currency. 

And this brings me to the problem of providing a bank note 
currency which shall be at once safe and responsive. The panic 
afforded several admirable illustrations of correct principles. 
One of these examples was that of the cashier’s check. A 
manufacturer wanted money for his payrolls, and went to his 
banker. The banker said: “I don’t want to let that money go 
now ; with the conditions as they are, I might not get it back. 
I need all my money for reserves, I must reduce my loans, and I 
may have to call upon you to pay your loans.” The customer 
said: “I don’t want to pay that loan now; if I have to pay that 
I will be obliged to reduce my operations and discharge part of 
my force; can’t we manage it some other way?” “ Well,” the 
banker said, “I will fix up some cashier’s checks in con- 
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venient denominations; you take them and explain the situation 
to your men, and tell them these checks will be received by the 
merchants and landlords and everybody to whom they have pay- 
ments to make, and answer every purpose of money.” 


And that was done in thousands of instances over the country. 
The employees took the checks and gave them to the merchants, 
and the merchants deposited them back in the bank, in the regular 
course of business. Now, see what had occurred. When the 
checks went out they were charged to the account of the manu- 
facturer ; when they came back they were credited to the account 
of the merchant who made the deposit. The check made its 
circle of payments, and the bank was in the same condition as 
before. The net result was a transfer of credits on its books. 
In short, that community was then doing business by the same 
system of bank credits by which the larger commerce of the 
world is altogether transacted. Another form of note developed 
during the panic was the Clearing House check. A bank took a 
given amount of its bills receivable over to the Clearing House, 
they were passed upon by the Clearing House Committee, and, 
if accepted, 75 per cent. of their face value was issued against 
them in clearing checks, and these checks were paid out and 
answered the purpose of money in the community. This was a 
secured currency, and it served to demonstrate the workings of 
another system of note issues which has the merit of being 
elastic and responsive to the demands upon the banks for cur- 
rency. 


There are these two schemes of bank note currency to choose 
between, and both are advocated in this country to-day. The 
plan of individual bank issues is embodied in the Fowler Bill, and 
also in the plan supported by the American Bankers’ Association. 
It contemplates issues against the general assets of the banks, and 
looks for control to a system of clearing houses, conveniently 
located over the country, through which the notes are to be 
cleared promptly. Every bank is expected to send in the notes 
of all other banks for redemption. 


As already indicated, I believe this plan is scientific in 
principle, but whether it will work out practically is a serious 
question. I will give you later some reasons why I have doubts 
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about it, but I want to first give a fair statement of the arguments 
for the plan. 

Its vital principle is current redemption—keeping the bank 
note in a class with the check and draft, and treating them as 
such. All experience shows that the first requirement for a sys- 
tem of individual bank issues is that the issues shall be tempo- 
rary in character ; there must be some system by which the notes 
will be constantly returned to the bank of issue for redemption. 
Under the old wildcat régime all sorts of expedients were 
resorted to to prevent the notes from coming home; they were 
sent off to distant parts of the country to be put into circulation ; 
banks far away from each other exchanged notes for the pur- 
pose of getting them into circulation with small likelihood of 
their coming home. All of these devices tended to fill the country 
with a bank currency which had no more relation to the current 
exchanges of the country than a Government currency would 
have, and at the same time promoted loose and irresponsible 
banking. 

There were, however, among the state banking systems, 
examples of note issues upon correct principles, which stood out 
in marked contrast to the disreputable class. The Louisiana 
State Banking Law forbade any bank to pay out the notes of 
another bank; the result was that each bank sent home the notes 
of every other bank, and the effect was to prevent inflation and 
give that state an excellent currency. 


But the most notable example of note issues by a large group 
of individual banks, in which the scientific system of current 
redemption was illustrated, was that afforded by the old Suffolk 
Bank System of New England. The Suffolk Bank System was 
simply a voluntary association of banks in New England, worked 
up by the Suffolk Bank of Boston, as a method of increasing its 
business. It made a proposition to every country bank in New 
England that, if the country bank would keep a given minimum 
balance with the Suffolk, the latter would redeem all of the 
former’s notes which were presented at the Suffolk counters. 

That looked attractive to the country banker, because it would 
make his notes worth par in Boston and promised to increase his 
circulation and profits. But one of the conditions of the Suffolk’s 
proposal was that each country bank should promptly send to it 
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all of the other bank issues which came to its counters. That 
system as the banks came into it gradually made the Suffolk Bank 
a clearing house for all New England bank notes. Each bank 
sent in the notes of all other banks, and was credited with these 
and charged with its own, and the Suffolk sorted the notes and 
sent them all home, where they were started out again on the 
same round. They redeemed themselves just as the checks and 
drafts which the banks now present against each other in the 
Clearing House offset and settle themselves, and their retirement 
restored to each bank the power to issue them again, and this 
kept the volume of issues immediately responsive to the needs 
of the community. 

Notice now how this current redemption tended to eliminate 
and prevent the abuses which characterized state bank issues else- 
where. Every bank in the system knew that its notes instead of 
being off in distant parts of the country would be coming back in 
a steady stream for redemption. It knew that, if it issued its notes 
more freely in proportion to its volume of business than the other 
notes in the system, it would have to pay the balance promptly in 
specie. So long as each bank in the system issued its notes only 
to finance the current and legitimate exchanges of the community, 
it could count on its notes being offset at the clearing house with 
the notes of other banks, but, if it began to inflate its issues and 
finance speculative ventures and crowd its notes out unduly, it 
would create balances which must be settled in gold. 

The restrictive influence of this system of current redemption 
through the Suffolk Bank, was such that the New England banks 
were never able to keep out anywhere near the maximum circula- 
tion allowed by law. In the year 1858, with an average aggregate 
circulation of $40,000,000, the note clearings at the Suffolk Bank 
amounted to over $400,000,000, showing that the average issues 
had been redeemed ten times during the year, practically without 
the use of specie. The actual specie reserve required at that time 
in the New England States was: 15 per cent. in Massachusetts, 
which did not require any specific legal reserve until 1858; 10 
per cent. in Maine, Rhode Island, and Connecticut, the require- 
ment being enacted in each of these states in 1859; 734 per cent. 
in New Hampshire; and 6 per cent. in Vermont. 


This New England system of current redemption through a 
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clearing house furnished a good currency for forty years, and 
was only abandoned when the National Bank Act, by means of 
the ten per cent. tax, forced all state bank issues out of the field. 


The Suffolk Bank system has been the model accepted by all 
advocates of what has come to be commonly called “ asset 
currency.” The practicability of all such plans depends upon the 
success of current redemptions. Unless we can get away from 
the idea, to which we have been educated for a generation, that 
the bank note is a permanent form of money, and accept the 
principle that the bank note must be forced home as quickly and 
regularly as possible, the system will be a failure. And now let 
me call your attention to some conditions at the present time, 
which, in my opinion, will obstruct, and, to some extent, defeat 
current redemption. 


If all the banking institutions in the country were in the 
national system, or if all the banks of the country were forbidden 
to hold bank notes in their reserves, they would all be interested 
in forwarding bank notes to the Clearing House, but that is not 
the case. Two-thirds of the banking institutions of the country 
are organized under state laws, and are allowed to hold bank 
notes in their reserves. In many instances the ownership of 
national banks and state banks is in practically the same hands, 
and there is nothing to prevent these state banks from taking all 
the notes their allied national banks can issue and using them as 
the basis of a large volume of deposits and loans. This use 
of the obligations of one institution for the reserves of another 
defeats the end which current redemption is intended to accom- 
plish. It diverts the bank note from the purpose for which it 
is designed, to wit, an instrument of credit in tne current 
exchanges, and makes it the basis of further inflation. I must 
confess to doubts about the efficiency of any scheme of current 
redemption in which more than one-half of the banking institu- 
tions fail to co-operate. 


Another feature of these measures, designed as a safeguard, 
is actually an element of weakness. The amount of notes which 
a bank may issue is closely limited. That provision is prompted 
by conservatism, but the moment a bank has its own issues fully 
in circulation it loses an incentive to send in the notes of other 
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banks for redemption. It becomes simpler then to pay them out, 
and so current redemption loses this factor of co-operation. 


Altogether there would seem to be substantial grounds for the 
misgivings felt in so many quarters about the practicability of 
current redemption under the conditions that exist in this country 
now, and consequently about the wisdom of allowing all the 
nearly 7,000 banks in the national system to issue their unsecured 
notes to circulate as money. 

It is a significant if not conclusive fact that all of the other 
important countries of the world have decided against the plan, 
and have resorted to another system of bank currency, to wit, 
the “ Central Bank of Issue.” Instead of allowing note issues by 
a multitude of small banks, their policy is to concentrate the 
function in one great, strong, semi-official institution, immediately 
under the eye of the government, and, what is more important, 
under the scrutiny of the whole financial world. The Bank of 
England is the oldest of these institutions, but economists are 
generally agreed that in some respects, chiefly in greater freedom 
of note issue, it has been improved upon by the state banks on 
the Continent, which in part have been modeled after it. The 
Bank of France has a capital of about $36,000,000, paid in by 
private shareholders, who are represented in the management by 
a Board of Directors, whom they elect. The chief executive 
officer of the bank, known as the governor, is appointed by the 
government, and he chooses the others of the executive staff. 
No loans can be made by the bank unless they are approved by 
the Discount Committee of the Board of Directors and by the 
officers. 

The Imperial Bank of Germany is another institution of the 
same general type. It has a capital 6f about $44,000,000, all paid 
in by private shareholders. It has two Boards of Directors, one 
chosen by its shareholders and the other appointed by the govern- 
ment, and they share in the supervision of the bank. As in the 
case of the Bank of France, there is a nominal limit to its note 
issues, but the limit is kept well above the actual needs of the 
country, and practically the only restriction is a requirement that 
it shall always hold a reserve equal to 3314 per cent. of its 
liabilities. The general scheme of these banks, and of all the 
state banks of Europe, is the same. There has been worked out 
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a plan of private ownership and direction coupled with public 
supervision and control, the policy to which advanced countries 
are turning for the solution of many of the problems of modern 
society. 

In all of these countries there are other banks of deposit and 
discount, but the Central Bank of Issue is behind the whole sys- 
tem, and behind the whole business situation, with the power of 
note issue, the ability to actually adapt the supply of currency to 
any legitimate demand. 

In this country we have thousands of independent, practically 
unrelated institutions, well managed as a rule, but we lack this 
central, unifying, and supporting factor. The natural impulse of 
our scattered banks in time of trouble to take care of themselves 
always aggravates the evils of the situation. Each one is 
frightened by its own isolation; by its own sense of weakness. 
There is no help upon which it can rely. Every institution is in 
the same situation, and dependent upon its own resources, and 
the instinct of self-preservation prompts it to do two things—hold 
on to its cash and collect in its loans, both of which efforts add 
to the general distress. 

In the larger cities the situation has been remedied in some 
degree by the action of the banks in coming together in their 
clearing house associations, agreeing upon a common policy, 
and even issuing an informal currency based upon their joint 
resources. I have already referred to the clearing house check 
as one form of credit currency which was developed during the 
panic. The clearing house checks were based upon practically 
the same principle as the note issues of the central banking 
institutions of Europe. They were a‘ secured credit currency, 
defective in nothing but the fact that they were without legal 
status, and in themselves a sign of crisis and disorder. On the 
other hand notes of the central banks of Europe are the common 
currency of those countries, elastic enough to meet any emer- 
gency, for as long as an individual bank has good assets it can get 
currency from the central institutions. With us, when a bank 
makes a loan, that much of its resources are definitely tied up 
until the loan comes due. We have practically all our deposits 
payable on demand, and three-fourths of our resources tied up on 
time, and when an exceptional demand for money comes as it 
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did last fall there is nothing that can be done but wait for the 
loans to fall due, and then if there is any general movement to 
press collections a condition is created which renders collection 
impossible. Abroad the local bank doesn’t expect to carry loans 
to maturity unless it desires to do so. It makes a loan or buys 
an acceptance, which is the common form of short time paper 
there, and later, if it can use its money to better advantage or 
desires to increase its cash resources, it passes the paper up to 
the Bank of the Netherlands or the Bank of Germany or the Bank 
of England and realizes on it. The ability to do this gives a 
fluidity to their assets which ours do not possess. Just now in 
this country discussion is centered upon the idea of having relief 
for emergencies, providing an emergency comes. But if we had 
a Central Bank of Issue it would be serviceable not only in 
emergencies, but whenever and wherever for any reason the 
resources of the local banks were temporarily overtaxed. 


These central institutions are not run with a view to the 
largest earnings ; their primary object is to safeguard the financial 
and commercial interests of the country. They run with large 
reserve powers, and they regulate the demands upon them by 


means of the discount rate. It is a principle of banking with them 
that there shall always be money to loan to borrowers of 
unquestionable credit, at some price. At Some Price: The rate 
may be high, in order to check expansion and bring about liquida- 
tion, but there is an enormous difference to a business man 
between being obliged to pay a high rate temporarily, until he 
can adjust his affairs, and not being able to get money at all. 
In the one case you have a steadily repressive influence to curtail 
expansion ; in the other, you come to the end of all resources and 
have ruin and panic. In this country the competition between 
the individual banks is so sharp that we are afraid to refuse 
accommodation or raise the rate, for fear we will lose customers; 
we loan money at a practically uniform rate as long as we can 
lend any at all, and then shut down entirely. 


When under this pressure of competition our -individual 
banks are loaned up to the limit, as they are in the Fall months 
of every year, we are at the end of our resources; in the language 
of the street we are “all in,” we have no means of increasing our 
loans or meeting an unusual demand for cash. We have about 
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$14,000,000,000 of bank deposits in the country, and only about 
$3,000,000,000 of money in the country, both in the banks and 
ont, and we go along in a happy-go-lucky way, with this great 
volume of liabilities, and no provision for readily increasing the 
supply of currency to meet an unusual demand. And the known 
fact that we have no provision for meeting it, in itself creates 
a feeling of timidity and distrust which promotes a panic. The 
moment money becomes tight the newspapers begin to feature it, 
gossip turns to it, and the people begin to discuss the possibility 
and probability of a panic and make preparations for it; and the 
preparations and discussion may in themselves bring on a panic. 

Abroad there is perfect confidence in the provisions that are 
made to supply any amount of money that may be needed. 

But in this country we have no agency through which the 
supply of currency is adapted to current needs. We have no 
element in our currency that is readily responsive. That is the 
fundamental defect in our system. 


i 


Are C. P. A. Examinations Always Fair? 


By Ernest S. Surrern, C.P.A. 


A valuable service was rendered to the accounting profession 
when our attention was called to the alleged unreasonable account- 
ing examinations, and to the apparent tendency to create a 
monopoly of Certified Public Accountants. Few people really 
believe that the professional accountants intend to maintain a close 
corporation; but it would be well if we looked closely into the 
merits of the case before too readily accepting the claims of cer- 
tain able examiners that the criticisms are unjustified, and that 
on the whole the present system of examination is satisfactory. 

It is not to be questioned that the need of the accounting pro- 
fession is for more broad-gauged, experienced men who can rise 
to positions of importance, and bring added dignity to the 
profession. It does not follow from this, however, that the 
interests of the profession are best promoted by a style of exam- 
ination which eliminates two-thirds of all applicants during a 
period of years, and which in one year in the State of New 
York passes only 9 per cent. of the candidates examined in 
practical accounting. 

Public accounting is too new to be in the secure position as a 
profession which it should some day hold. We have not yet the 
protection that the legal and medical professions can claim. In 
the states in which C. P. A. laws have been passed, it is still 
possible for a man to do business as a “ Public Accountant,” 
and his standing and clientele do not seem to be seriously affected 
by his lack of aC. P. A. degree. The ultimate future of account- 
ancy in this country should be that every state should have 
C. P. A. degrees of equal value, and only the holders thereof 
should be entitled to practice in any way as public accountants. 
Opposition to C. P. A. restrictions is strong, and our goal can 
only be reached by an attitude of fairness and liberality. It is not 
to be expected that the average Certified Public Accountant will 
be a broad man able to deal with fundamental causes, any more 
than is the case with the average lawyer. Our restrictions should 
eliminate incompetents, but it is reasonable to suppose that many 


384 


Are C. P. A. Examinations Always Fair? 


C. P. A.s will be engaged in the humbler details of accounting 
activity, and for such there is plenty of room. The question in 
point is whether the accounting examinations as at present con- 
ducted are reasonable and afford a fair test of accounting 
knowledge. 

The examiners’ claim that it is unfair to assume that one 
or two freak questions, which may have been set in certain 
examinations, are characteristic of the examinations as a whole, 
and lead us to infer that they are of as rare occurrence as a 
“ calf born with five legs.” We are informed that the only causes 
for failure in the first five or six years of recent accounting 
practice were the scarcity of text books and the want of training, 
and for the last five years insufficient training because of 
improper teaching, or lack of practical knowledge, capability, or 
application on the part of the student. If these have been the 
only causes for failure to pass accounting examinations, it is 
well that the requirements have been so strict, and that the 
ignorant or incompetent applicants have been disqualified. If, 
however, THE JouRNAL or AccounTANCy is right in claiming 
that many a brilliant and conscientious student has been unfairly 
tripped up by questions which would have floored able and 
experienced practitioners, it is time we investigated the reasons 
for such a situation. 


It may be the fact that in other states accounting examina- 
tions are now so conducted that capable applicants are successful 
and that the inferior men are the ones weeded out. It is cer- 
tain, however, that in New York State this is not always the fact. 
It is unquestionable that the board of examiners in New York 
has within the past ten years included many of the ablest prac- 
ticing accountants, and that all accounting examiners have sin- 
cerely worked for the benefit and upbuilding of their profession ; 
but it has been the experience of those able to judge by intimate 
acquaintance with the applicants, that many of those who have 
failed to pass the examination in practical accounting have been 
not one whit inferior in general training, application or ability 
to their more fortunate associates, There may have been some 
members of the examining board who have believed that the 
safety of the profession required its restriction to a limited circle, 
but it is more probable that while desiring to admit all worthy 
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applicants, they have been of the opinion that an accountant was 
insufficiently educated or experienced if his ideas differed too 
radically from their own. One member of the State Board was 
known to say in a particular instance that he allowed one-fifth 
for the correctness of a certain answer and four-fifths for the 
arrangement. In an answer where the arrangement used by 
the applicant was not the same as that used by the examiner, 
the applicant was allowed one-fifth of the total mark for the 
question on an answer which was admitted to be correct. The 
arrangement differed from the standard form and may have 
been poor, but the proportion marked off seems unreasonable. 


In some of the questions which have been given, different 
meanings could be inferred, and different treatments given to 
the answers, according to the way the sentence was read. By 
observing the formation and punctuation of the sentence as it 
stood, it was possible for the accountant to give a correct answer, 
but if he inferred that the other meaning had been intended, his 
answer would be found wrong. The meaning of a question not 
infrequently has hinged upon a specific word or clause, as to 
which there was not yet any standard accounting usage or inter- 
pretation. A line of questioning which depends upon such tech- 
nicalities is certainly no sound foundation on which to judge a 
man entitled to receive the degree of Certified Public Accountant. 
In many other questions examiners have shown a tendency to 
technicalities in the formation or meaning of questions, or in 
the method of marking, that have seriously taken away from the 
value of the examinations as fair and rational tests of account- 
ants’ experience and knowledge. 


Another serious defect with the present system of account- 
ing examinations as conducted in New York, is in the length 
of time consumed by the examiners. It is but a matter of a 
few weeks before a candidate for the Bar learns the result of 
his examinations. In accounting it is a matter of months, it 
being usually about three months before a candidate learns the 
result of his attempt. Recently an applicant, who learned that 
he had again failed in practical accounting, asked for a review 
of his paper, as is customary and permissible under the Regents’ 
rulings. In such a case a candidate must submit a request for 
a review and discuss his paper, showing on what grounds he 
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considers himself entitled to higher marks than were accorded 
to him by the examiners. In most departments of State exami- 
nations, at the end of a week or two the candidate hears from 

his appeal, but in this case at point the applicant after months 

of waiting has been informed that it would be better for him 

to take the examination again as the examiners had to attend 

to their regular business and could not spare the time to con- 

sider or discuss this appeal until a later date. 

Even after students have successfully passed their examina- 
tions, there are often unnecessary delays before the certificates 
are finally granted. Particularly in the cases of those who have 
already obtained junior certificates and who have subsequently 
gained the requisite age or accounting experience, there have 
frequently been delays and irrelevant obstacles put in the way 
of granting the certificates. Although the board had been noti- 
fied that the applicants were entitled to their full C. P. A. 
degrees, and the necessary proofs had been submitted, the 
degrees would not be forthcoming in due course. One candi- 
date on investigating the reason was informed that he had not 
yet submitted proofs of satisfactory preliminary education, 
although such proofs had been submitted before ever he was 
permitted by the Regents to take the examinations. Some time 
later when he again inquired as to the cause of the delay, he 
was told that he must produce evidence that he was twenty-five 
years old. A baptism certificate of a date more than twenty-five 
years before was already in the hands of the examiners. 

It is evident that the criticisms which have been made of the 
apparent reluctance to grant C. P. A. degrees are not alto- 
gether without foundation. The feeling of dissatisfaction is not 
confined to our able critic. It is occasionally voiced in letters 
that find their way into the public press, and it is possible for 
any one interested to ascertain the fact that these utterances 
express the feelings of a large number of people who have 
observed the results and misunderstood the causes thereof. 

We must pot be too ready to place the blame for these con- 
ditions on the worthy examiners. They are entitled to the thanks 
and praise of the profession, and the present examiners in New 
York should be credited with the improvements recently mani- 

fested in the nature of the examinations and the time consumed 
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in marking the papers. These examiners have been chosen 
from the ranks of the prominent practicing accountants, and 
have been men on whose time there have been many demands. 
For the benefit of the profession they have assumed the 
onerous duties of examiners, and have given their services 
generously, often at a cost of considerable personal convenience. 
One reason for the unsatisfactory conditions is to be found in 
the fact that the tenure of office of the examiners has been rela- 
tively too short for effectiveness. It is not reasonable to expect 
that a body which is unstable and frequently changing will have 
a uniform, scientific and systematic administration. It is not 
surprising if such a body at times appears disorganized. It 
further would seem that satisfactory results cannot be obtained 
so long as examinations are conducted by men who are not in 
a position, when necessary, to devote their whole time to the 
duties which they have assumed. Still another cause seems to 
lie in the fact that some examiners, though able accountants, 
have not been sufficiently close to the theory and practice of 
accounting as taught. Able practitioners are not always the 
best teachers of their subjects; and examiners, who are often 
not teachers, and whose sole experience lies in accomplishment, 
may not always be the best qualified to prepare fair questions 
or to determine from the answers the extent of a candidate’s 
knowledge of accounting. 


The Regents of the State of New York have come in for 
some pretty hard knocks as an academic body who were hardly 
qualified to form the rulings and regulations for a body of prac- 
tical men who did not need their assistance. The Regents have 
shown themselves desirous of co-operating with the practical 
men, and have been glad to consider any suggestions emanating 
from the New York Society of Certified Public Accountants. 
Without the assistance and supervision of the Board of Regents, 
it would not have been possible for public accounting to hope to 
become a profession with the backing and support of the State. 

The trouble seems to lie not with the academic body with 
which we are associated, but with the practical administration. 
In New York the secretary of the legal examiners is paid a 
salary and devotes his time to his official duties. His two asso- 
ciates act in an advisory relation, and perform such duties as 
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are possible for them. Generally the brunt of the work falls on 
the secretary, who sees that the examinations are uniform, that 
papers are examined and notifications sent out promptly, and 
that the records of the examiners are kept in an orderly and 
systematic manner. Such a system might be arranged for 
accounting examinations. Its value to the profession would be 
great. 

The suggestions which we have received for extending the 
scope of our accounting requirements are worth serious con- 
sideration. Such a move would raise the standard of admittance 
and permit of clear, thorough, comprehensive questions and 
fair marks. Only by maintaining a high standard, fair exam- 
inations and business-like methods, shall we be able to avoid the 
criticism which we have encountered, and to promote the best 
interests of our profession. 
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EDITORIAL. 


Examiners and Publicity. 


We regret to note that some of the state boards of C. P. A. 
examiners, unduly sensitive with regard to criticism, have decided 
to withhold papers hereafter from the public. For example, the 
Secretary of the Colorado Board writes us that the Board 
“ believes that the publication of examination questions has done 
more harm than good to the profession of accountancy, and has 
made a rule not to publish its questions and not to permit the 
candidates to take the questions with them.” The State Board 
of Connecticut has also adopted a resolution not to make public 
the papers set at their last examination; and, the New Jersey 
Board, we believe, has never published its papers. 

It is impossible to think of any justification of this secret 
policy. One of the examiners writes us that “ The state boards 
of accountancy recently have been so severely criticised that we 
believe some definite step should be taken by all the boards to 
prevent this.” That is certainly a remarkable excuse or justifica- 
tion. The state boards of examiners ought to welcome criticism. 
Their critics, indeed, may be no more competent than they them- 
selves to write good papers, yet they may be able to point out 
defects in the papers which otherwise would escape the notice 
of the examiners. It is universally admitted that the task of 
writing C. P. A. examination papers is exceedingly difficult. No 
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board of examiners can hope to produce a set of model papers. 
The best they can do is to strive toward the ideal. Having done 
their best—and that is what they are all undoubtedly trying to 
do—they can not learn to do better unless outsiders are given a 
chance to show how improvements might be made. 


An examiner who favors secrecy writes us as follows: “ It is 
very easy for those standing on the shore to advise the captain 
what to do to save the ship.” So it is, but the captain is not 
obliged to follow such advice, and will not follow it unless he is 
convinced that those on the shore are in a position to discover 
dangers which are hidden from him. Boards of C. P. A. exam- 
iners have autocratic power. They are not obliged to take advice 
from anybody, but they are sensible men and should be thankful 
when strangers cry out that they are unwittingly steering the 
good ship of Accountancy against hidden rocks. 


If the policy of secrecy with regard to examination papers 
were the wise one, it would doubtless long ago have been adopted 
by our oldest universities, by the Regents of the University of 
the State of New York, and by the great organizations of account- 
ants in England and in Scotland. All these bodies have for 
years uniformly published their examination papers and made it 
easy for people to get possession of them. We are convinced 
that this is the policy which our state boards of examiners should 
pursue. 


It is sometimes altogether too difficult to get information from 
the secretaries of state boards. We get frequent complaints from 
candidates that the letters to this or that state board are not 
answered ; that many months elapse before they learn the results 
of examinations, and that meantime they can get no satisfaction 
whatever from the examiners. As we have said, state boards are 
autocrats, yet we see no reason why they should not conduct their 
affairs like business men and give prompt and courteous attention 
to all inquiries which reach them. They are not appointed for 
the purpose of keeping men out of the profession. Their mission 
is just the opposite, namely, to discover as many men as possible 
who are qualified and eager to enter the profession. These boards 
of examiners were not created to put obstacles in the way of 
young men desiring to become accountants. On the contrary, 
they were created in order that they might keep the path leading 
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to the profession a straight line, as provided in the law, and not a 
dark and tortuous alley full of pitfalls and stumbling blocks. 

We are quite sure that the state boards of examiners as a rule 
are actuated by the best of motives, but there is grave reason for 
suspicion that some of them need the help of honest criticism. As 
Mr. James G. Cannon pointed out in his address at Atlantic City, 
the small proportion of candidates who pass the C. P. A. examina- 
tions creates a strong presumption that something is wrong with 
the examinations. Here are some typical results of recent exam- 
inations: In New Jersey, out of 5 applicants, 2 passed; Mary- 
land, 8 applicants, 4 passed; Ohio, 4 applicants, 2 passed; Colo- 
rado, 7 applicants, 1 passed; Connecticut, 1 successful candidate. 

These statistics do not, of course, justify the inference that the 
examinations were unduly difficult or unfairly conducted. It is 
quite possible that all the unsuccessful applicants deserved their 
fate; but, if this is the case, we can not escape from the con- 
clusion that they were too much in the dark as to the nature of 
the test to which they were to be subjected. It is unreasonable 
to suppose that they would pay money for the privilege of trying 
examinations for which they believed themselves to be unprepared. 
The boards of examiners, whatever their legal rights in the 
premises, are under moral obligations to give intending applicants 
the fullest information possible with regard to the kind of exam- 
ination they must prepare for if they wish to become Certified 
Public Accountants. They can give this information in part by 
the publication of a syllabus covering in detail all the topics con- 
cerning which information may be demanded; but the method of 
the examiners, the precise nature of the test, the facility and 
speed required of the applicant—these things can be illustrated 
only by the publication of the papers that have been set in the 


past. 


Shall Certificates of Stock be Made Fully 
Negotiable > 


We have received from the Commissioners on Uniform State 
Laws the third tentative draft by the Committee on Commercial 
Law of an “ Act to Make Uniform the Law of Certificates of 
Stock.” These Commissioners, as many of our readers know, 
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are appointed by the governors of forty-one states and terri- 
tories. The suggestion that such a body be formed was first 
made in 1890 by the American Bar Association. The Commis- 
sioners have been successful in securing the adoption by thirty- 
four states and territories of their uniform Negotiable Instru- 
ments Law, and have prepared two other measures, which have 
been enacted in several states, namely, the Warehouse Receipt 
Act and the Sales Act. They serve without pay and are per- 
forming a notable work, which deserves the fullest recognition. 
The salient sections in the act as to certificates of stock, which 
they now present for criticisms and suggestions, are as follows: 


Section 1. Title to a certificate and to the shares repre- 
sented thereby may be transferred. 

(a) By the delivery of the certificate, if indorsed either 
in blank or to a specified person appearing by the certificate to 
be the owner of the shares represented thereby. 

(b) By delivery of the certificate with a written assign- 
ment thereon, or a power of attorney to sell, assign, or 
transfer the certificate or the shares represented thereby 
signed by the person appearing by the certificate to be the 
owner of the shares represented thereby. Such assignment or 
power of attorney may be either in blank or to a specified 
person. 

The provisions of this section shall be applicable although 
the charter or articles of incorporation or code of regulations 
or by-laws of the corporation, issuing the certificate and 
the certificate itself provide that the shares represented there- 
by shall be transferable only on the books of the corporation 
or shall be registered by a registrar or transferred by a 
transfer agent. 

Section 17. Nothing in this act shall be construed as 
forbidding a corporation to treat as owner in every way the 
person who may be registered on its books as the owner 
of shares. 


The other provisions of the act are largely explanatory or 
concerned with details. The purpose, evidently, is to make cer- 
tificates of stock not merely transferable or quasi-negotiable, but 
negotiable in law as well as in practice. The commissioners say 
on this point: “The reason for the change is in order that the 
certificate may, to the fullest extent possible, be the representative 
of the shares. This is the fundamental purpose of the whole act, 
and is in accord with mercantile usage. The transfer on the 
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books of the corporation becomes thus like the record of a deed 
of real estate under the registry system.” 

Accountants, as well as lawyers and business men, have a 
direct interest in this proposition. If it is adopted by the states 
in which numerous corporate charters are granted, the effects 
will be felt in many different forms. Indeed, it is doubtful, judg- 
ing from their explanatory notes, whether the Commissioners 
realize what an extensive reform they are proposing. At first 
glance, to be sure, it does not appear that any considerable 
revision of present practice is intended; yet the act plainly points 
toward passing the rights and privileges of stockholders along 
with transfers of stock certificates. 

The change would no doubt facilitate somewhat the purchase 
and sale of stock by removing the techuéeal requirement that 
transfers must be made on the books of the corporation. It would 
enable the stock exchange brokers to carry on their business more 
easily and more smoothly. It would make stock certificates more 
acceptable to banks as collateral for loans. These are the strong- 
est arguments in favor of the act. 

On the other side of the question, it should be remarked that 
making certificates of stock fuliy negotiable subjects them to 
increased danger of forgery, theft and loss. Many people, no 
doubt, would prefer the comparative safety of the present system, 
just as many investors, when a choice is offered, take registered 
rather than coupon bonds. This is a point of considerable impor- 
tance. A far stronger argument against the proposed measure, 
however, is that it would destroy the value of a corporation’s 
record of its stockholders and would thereby foster fraud. 
Accountants are only too familiar with cases in which corpora- 
tions are organized simply for the purpose of transferring 
property from one hand to another in such a manner as to conceal 
profits or to swindle creditors. Under the present arrangement it 
is generally possible, if fraud is suspected, to get access to the 
stockholders’ ledger and to learn who are the owners of the corpo- 
ration. If a connection between the former owners of the trans- 
ferred property and the stockholders of the corporation can be 
proven, a case of fraud may be made out. Under the proposed 
arrangement it would be impossible to discover the true owners 
of such a corporation. The stockholders’ ledger, indeed, might 
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be kept, but it would be of small value. The certificates of stock, 
and consequently the ownership of the corporation, might change 
hands a half dozen times without appearing on the corporation’s 
books. Numerous similar cases will occur to any accountant. 

We do not wish to go on record as absolutely opposed to this 
act. We have no doubt that it would be a convenience to corpora- 
tion officials, bankers and business men generally if stock certifi- 
cates were made fully negotiable. We would emphasize the fact, 
however, that this provision would also prove a great convenience 
where fraud or manipulation is intended. It would make secrecy 
as to corporate ownership even easier than it is now and would 
tend to lessen the responsibility that ought to attach to the stock- 
holders of corporations. We think these evils important enough 
to outweigh the advantages that have been named. For that 
reason we suggest that the law with regard to transfers of stock 
ought to be left unchanged until further provision has been made 
for publicity of corporate accounts and for detection and punish- 
ment of the frauds which the corporate form already too much 
favors. 

In the death of Colonel Franklin Allen accountancy has 
lost a gallant and loyal advocate, and the practicing accountants 
of New York City have lost their most genial, courteous and 
friendly spirit. Broad in his sympathies and culture, frank and 
outspoken in his intercourse with men, exact and honorable in 
his business relations, always enthusiastic in the support of a 
good cause, full of genuine humor and untouched by envy or 
cynicism, Franklin Allen leaves a memory that all of us will 
cherish. 

The editors of THe Journat, which he served faithfully as a 
director, knew him well and had implicit confidence in the 
fairness and candor of his judgment and in the kindliness of his 
heart. To them his going is a personal bereavement. 


We invite the attention of readers to the announcement of the American 
Economic Association in the advertising pages of this number. We hope 
that many accountants will join this association, and that in the near 
future many economists will be on the roll of the American Association 
of Public Accountants. Accountants desiring to join the Economic 
Association should write for application blanks to Prof. Thomas N. 
Carver, Cambridge, Mass. 
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FRANKLIN ALLEN, C.P.A. 
DIED FEBRUARY 27, 1909 


The American Association of Public Accountanis mourn the loss of 
another esteemed colleague. Last year it was Thomas P. Ryan, aged 47. 
This year it is Franklin Allen, aged 71. Franklin Allen was admitted 
to Fellowship in the Association on the 25th March, 1897. He became a 
member of the Board of Trustees on 15th January, 1901, and continuously 
occupied that position. At the convention in October, 1908, he was re- 
elected for a term of three years, and was also appointed a member of 
the Executive Committee. In addition to these offices, he was chairman 
of the Review of Appropriations-Budget Committee. Incidentally it may 
be mentioned that he was the originator of the idea for the production 
of the Association Year Book which is so thoroughly established in 
popular favor. 

The funeral services were held on Tuesday, the 2nd March, at 
Grace Church on the Heights, Brooklyn. The Association was repre- 
sented by President J. E. Sterrett, and Secretary T. Cullen Roberts; the 
Committee on Reviw of Appropriations-Budget by Mr. J. E. Cooper. 
The following State Societies were represented: New York State Society 
of Certified Public Accountants, by President John R. Loomis, Vice- 
Presidents Henry R. M. Cook and Edward L. Suffern, Past President 
Farquhar J. MacRae, Secretary Samuel D. Patterson, and Treasurer 
William F. Weiss; The Society of Certified Public Accountants of the 
State of New Jersey, by President E. E. Gano, and Past President W. 
Sanders Davies; Illinois Society of Certified Public Accountants, by John 
B. Niven; Ohio State Society of Certified Public Accountants, by A. W. 
Teele; Missouri Society of Public Accountants, by Charles S. Ludlam; 
Pennsylvania Institute of Certified Public Accountants, by Robert H. 
Montgomery. The interment was at Forest Lawn Cemetery, Buffalo, 
New York. 

Had a longer notice been possible, a larger representation of State 
Societies and members at large would have been present. 


The Executive Committee, at a special session held on March sth, 
1909, passed the following resolution : 


The death on the 27th February, 1900, having been reported, of Mr. 
Franklin Allen, C. P. A..a member of the Board of Trustees and of the 
Executive Committee, and also chairman of the Review of Appropriations- 
Budget Committee ; the Executive Committee, in special session assembled 
on the sth March, 1909, desire to place on record their deep sense of 
loss by the demise of this beloved colleague, whose counsel in all matters 
relating to the affairs of the Association was greatly valued. His 
presence at their meetings always carried with it a spirit of friendliness 
and good will, and his urbanity and willingness to sacrifice his personal 
convenience to the service of the Association and of the profession at 
large endeared him to every member of the Committee and of the 
Association. 
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New York. 
Memorial Meeting in Honor of the Late Colonel Franklin Allen. 


The regular monthly meeting of the New York State Society of 
Certified Public Accountants was held at the, Waldorf Astoria, March 8, 
1909. President John R. Loomis stated that the regular order of 
business would be dispensed with, and that the first part of the evening 
would be devoted to listening to such tributes as members might wish to 


give to the memory of Col. Allen. 
The following resolution offered by Mr. Henry R. M. Cook was 


unanimously adopted: 


“Wuereas, In the order of human events, ordained by the Almighty, 
the earthly life of our associate, Franklin Allen, has been brought to a 
close. Courtly and genial, kindly and dignified, he was chosen to wear the 
ermine among us, and faithfully and zealously served the interests of this 
Society as its President. Not, however, by an official standard do we rate 
him only, but for his qualities as a man, as a gentleman, as an associate, 
as one whom we were all glad to consider our friend. In his official 
capacity, with unfailing energy he ever fostered the spirit of unity among 
us and in all ways proper sought to weld and harmonize the varied inter- 
ests of this Society. In the death of Franklin Allen, we feel that a 
useful life has ended; not untimely, for he had reached the allotted age 
of mortal man, ripe in years, and rich in the confidence and esteem of his 
fellows. Now, that he is gone from us never to return it becomes our 
mournful, yet not unpleasant, duty to place upon record a tribute of our 
personal regard and our regret at his death. The memory of the good 
qualities he possessed will long remain with us and doubtless exercise a 
silent influence upon our future councils. ; 

Resotvep, That we place the foregoing preamble upon our record, a 
the sense of this Society at the death of our deceased friend and dis- 
tinguished associate, the late Franklin Allen, a former President of the 
New York State Society of Certified Public Accountants.” 


Brief addresses were delivered by President John R. Loomis and 
Secretary Samuel D. Patterson. 


New Jersey. 

The annual meeting of the members of the State Society was held 
on Tuesday, February 9, at the general offices of the Society, Newark, New 
Jersey, President T. Cullen Roberts in the chair, when the following 
trustees were elected: Edwin E. Gano, President, John E. Cooper, 
Vice-President, August Hartkorn, Secretary, and William T. Sawyer, 
Treasurer. The remaining trustees are W. Sanders Davies, Frank G. 
DuBois, and immediate past president, T. Cullen Roberts. 
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Considerable interest was manifested in a communication which was 
laid before the meeting containing a proposal emanating from the Illinois 
Society of Certified Public Accountants for the formation of a committee 
on Technology and Practice, to whom any questions as to the correct use 
of terms and the proper method of grouping assets and liabilities and 
similar matters of general interest to the profession, may be submitted, 
and who will, after consulting with other State Societies, issue a ruling 
on the points raised which should be recognized as the official expression 
of opinion of the American Association of Public Accountants. With 
this suggestion the members stated they were in sympathy and approval. 
The Committee on Entertainment brought in their report of the proceed- 
ings at Atlantic City, which was received. The committee are continued 
until a series of resolutions are engrossed and presented to the ladies 
who assisted the New Jersey Committee with the receptions at Atlantic 
City, and whose grace and beauty did much towards making the meeting 
so great a success. 

The members were interested in the efforts of the Massachusetts 
Society of Incorporated Accountants to obtain C. P. A. legislation, and 
their good wishes were extended to the accountants in Virginia and 
Montana who are forming themselves into a Society or Association. 


A letter was read from the Chairman of the N. J. State Lecture 
Committee, in which he expressed his regrets at not having been able to 
realize his hopes of materializing the resolution which had heen formu- 
lated and carried at the previous meeting. In his stead, Mr. George 
Wilkinson was appointed chairman, and Mr. E. L. Suffern was added as a 
member of the committee. 


The Resolution as to Lectures was as follows: 


“That a committee be appointed for the purpose of devising a plan for 
a series of papers and discussions thereon to be given by members of this 
Society in such a manner, and in such places where the young men of the 
three prominent institutions of learning, also the educational department 
of the Y. M. C. A. of the State of New Jersey, might have whatever 
benefit the Association at such meetings might give them, such as Stevens 
Institute, Rutgers, Princeton, etc., and with the view of ascertaining 
whether such a program would be agreeable, and meet with the views 
of those institutions, that the Committee be directed to communicate with 
the Presidents of those Institutions, offering the services of the Society 
in that direction, and request them to appoint dates, the Society to select 
the subjects.” 

A suggestion was approved that, as the Society-has now a recognized 
badge which was worn at Atlantic City for the first time, each past 
president should, at the completion of his term of office, be presented 
with a duplicate in gold, with the word “ President” and the years in 
which he held office, on the back. Up to date the past presidents are 
Richard F. Stevens, 1898-1904, W. Sanders Davies, 1905, Frank G. DuBois, 
1906-1907, and T. Cullen Roberts, 1908. 

The members afterwards dined together informally, having spent an 


agreeable and profitable session. 
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The Michigan Association of Certified Public Accountants held their 
monthly meeting and supper February 19, 1909. More than fifty guests 
and members were present. “ Financial Statements of Firms and Cor- 
porations Seeking Credit; Their Value; How Prepared, and What They 
Should Contain,” was the topic for discussion. 

R. E. Smylie, Manager of the Credit and Audit Department of the 
People’s State Bank, spoke from a banker’s point of view; N. A. Haw- 
kins from a public accountant’s point of view; and J. J. Jerome from a 
credit man’s point of view. W. H. Brook presided. 

At the annual meeting held on the evening of March oth in the 
Majestic Building, Detroit, the following officers were elected for the 
ensuing year: W. D. Gridley, C. P. A., President; N. A. Hawkins, C. P. A., 
Vice-President; Fred. T. Gies, C. P. A., Secretary, Howard C. Beck, 
C. P. A., Treasurer. 


Ohio. 

Mandamus proceedings have been instituted in the circuit court of 
Franklin County, Ohio, by Mr. F. H. Figsby against the members of the 
State Board of Accountancy of Ohio, asking that the State Board be 
ordered to issue to Mr. Figsby a C. P. A. certificate under the waiver 
clause. The Board refuses the certificate on the ground that to the best of 
their knowledge and belief the applicant had not been engaged in the 


practice of accounting as a professional public accountant for three years, 
as required by statute. 


Bound Year Book 


Bound copies of the Year Book for 1908 of the American Association 
of Public Accountants, giving at length the various papers which were 
read at the Convention, together with full discussions thereon, and a report 
of the speeches at the banquet, also with copies of the various C. P. A. 
enactments in the different states, as well ay the Association’s Constitu- 
tion and By-Laws, can be obtained at a cost of one dollar each. This 
bound copy contains 380 pages. Send applications to Secretary T. Cullen 
Roberts, 56 Pine Street, New York City, without delay, as a limited 
number of copies only have been printed. 


Michigan. 
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In response to requests from readers, THE JOURNAL OF ACCOUNTANCY 
has secured information, so far as possible from authoritative sources, 
with respect to C. P. A. legislation now pending in several states. The 
summary here presented is subject to correction. 


Montana. 

A bill approved by the Committee on Legislation of the American 
Association of Public Accountants has been introduced in this State, and 
from latest information has passed both bodies of the Legislature and 
will soon become a law. 


Minnesota. 

The Minnesota Society of Public Accountants introduced a State 
Board Bill, and a second bill was also introduced by other parties. After 
a conference, the other parties withdrew their bill and now support 
unanimously the Minnesota Society Bill. This bill has been before the 
Judiciary Committee of the Senate and reported out for passage, and is 
now on General Orders in the Senate. The prospect is very fair for 
C. P. A. legislation in this State. 


Wisconsin. 
Two parties in the State of Wisconsin have each introduced bills into 
the legislature of that State. Neither party is acting with the sanction 
of the American Association of Public Accountants. 


Indiana. 
The bill introduced is not supported by the Committee on Legis- 
lation, particularly as there is no State organization to back it up and 
protect the interests of the public as well as of the profession. 


West Virginia. 

A bill has been introduced into the Legislature of this State for the 
creation of a State Board of Accountancy. The bill does not comply 
with all the requirements of the American Association, but it is hoped that 
amendments conforming to the recommendations of the Committee on 
Legislation will be made. 


District of Columbia. 

A bill has been introduced in Congress through the offices of a mem- 
ber of the American Association of Public Accountants. There are 
certain features in this bill which are unsatisfactory, and an effort is 
now being made to have the bill revised, in the thought of overcoming 
these specific objections. 
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Tennessee. 


A C.P.A. bill has been introduced in this State, and an earnest 
effort is being made by the Tennessee Society to secure its enactment. 


Mi 
It is understood that a C. P. A. bill has been introduced in the Legis- 
lature of Missouri and has passed the Senate. 


Virginia. 

Some correspondence has been had with the Committee on Legisla- 
tion relative to the introduction of a C. P. A. bill. No organized society 
exists in this State, and correspondence is now in progress, looking to 
the development of an organization, as well as to a C. P. A. bill. 


Texas. 
According to newspaper reports, a “ bill regulating Certified Public 
Accountants, so that they receive certificates from the Secretary of State,” 
has been introduced in the Lower House of the Texas Legislature. 


Oklahoma. 


An accountant writes that “ We are endeavoring to get a bill through 
our Legislature, at Guthrie, regulating the practice of accounting in 
this State, and have every reason to believe that we are going to be 
successful.” 


THE JouRNAL regrets that it has proved difficult to get complete 
information in some cases as to the exact form of the bills, as to their 
present status, and as to the persons who are urging their passage. We 
would urge upon our readers, especially in those of the States named 
where no society affiliated with the American Association of Public 
Accountants is in existence, to inform themselves as to the measure pro- 
posed in their State, and to co-operate with the Committee on Legislation 
of the American Association in supporting, amending or opposing the bill, 
as the Committee may think best. Only by means of such co-operation 
can uniformity and efficiency and impartiality in the enforcement of the 
bills be assured. 


News Items. 
Secrecy as to Examination Papers. 


Following is the “form” letter sent by the Colorado Board of 
Examiners to requests for copies of the C. P. A. papers: 


Dear Sir: In reply to your favor of February 4th we regret to inform 
you that this Board believes that the publication of examination questions 
have done more harm than good to the profession of Accountancy, and, 
therefore, it has made a rule not to publish its questions and not to 
permit the candidates to take the questions with them. 

There have now been enough questions published to cover the field 
pretty thoroughly, and the State Boards of Accountancy have recently 
been so severely and unjustly criticised that we beneve some definite 
step should be taken by all the Boards to prevent this. It is very easy 
for those standing on the shore to advise the captain what to do to 
save the ship. You will, therefore, pardon us for not complying with 
your request. Respectfully yours. 


New York City Accounts. 


The Merchants’ Association's Committee on ‘Taxation and Finance, 
whose membership includes Professor Joseph French Johnson, F. A. 
Vanderlip, Herman A. Metz, Robert C. Ogden, Nathan Bijur and William 
B. Howland, has reported a plan for reforming the city’s system of 
accounts, records and reports. The committee advocates the creation of 
a commission, to be called the “Commission to Revise the Public 
Accounts, Statistical Records and Reports of the City of New York,” 
to consist of the Controller and five others, which shall examine into the 
functions, organization, operations and methods of every division of the 
city government, including the local courts and those branches of the 
county governments whose expenses are paid by the city. 

The commission, it is proposed, shall install and put in actual opera- 
tion the systems devised by it, after which they are to be supervised by 
the Department of Finance. The Board of Estimate and Apportionment 
will be asked to appropriate not more than $200,000 a year for the pur- 
poses of the commission. The life of the commission is to end on 
completion of its work, and in any event is not to exceed five years. 
The compensation to be paid the members of the commission is to be 
fixed by the Appellate Division of the Supreme Court. 


Ethics of Business. 


Professor Chittenden of Yale University has just announced the 
Page_lectureship course to be given this spring to the members of the 
senior class of the Sheffield Scientific School. The course. which has 
for its general subject, “ Ethics in Modern Business,” was established 
last year through the generosity of Edward D. Page, ’75S., and made a 
part of the prescribed studies of the senior year. The lecturers for this 
year, together with the subjects of the lectures, are as follows: 

April 20—“ Ethics of Journalism,” by Mr. Norman Hapgood, editor 
of Collier’s Weekly, New York City. 

May 6—“ Ethics of Accountancy,” by Mr. Joseph Edmund Sterrett, 
of the firm of Dickinson, Wilmot & Sterrett, Certified Public Accountants 
of Philadelphia. 
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May 13—“ Ethical Relation of Lawyer and Client,” by Mr. John 
Brooks Leavitt, counselor-at-law, New York City. 

May 20—" Ethics of Transportation,” by Mr. Charles A. Prouty, of 
the Interstate Commerce Commission, New York City. 

May 27—“ Ethics of Speculation,” by Henry Crosby Emery, professor 
of political economy at Yale University. 


Accountancy in Cape Town. 
Mr. Richard B. Sainsbury, a public accountant, writes under the date of 
January 20, 1909: 


“As showing the growth of interest in the subject of accounting, 
it may be mentioned _that in former years when auditors were required 
for the ‘ Divisional Council’ (an institution having the function of the 
up-keep of roads, bridges, etc.), a few people met and elected by show of 
hands; whereas this year there were no less than eight nominations for 
the post, including three of the ry accountants. Quite a storm in a 
tea pot arose in this connection, a charge of advertising being leveled 
against some of the candidates by an accountant in practice. A friend of 
one of the candidates, however, pointed out that the complaining party 
in signing himself with his full name and st nag thereunder the words 
‘Incorporated Accountant,’ and moreover giving his full address, was as 
certainly advertising himself. Accountancy legislation, although inevitable, 
will be delayed probably till the end of the year, as there are so many 
debatable matters before the House at present, and the present govern- 
ment is not very favorably inclined towards the bill. The House will cer- 
tainly in the end pass it, but do not now consider the matter as of much 
importance.” 


Personal. 


Mr. Warrel S. Pangborn, C. P. A., has resumed the practice of public 
accountancy. 

Max Teichmann & Co., of Baltimore, announce a change of address 
to Macht Building, 11-13 E. Fayette St. 


Messrs. W. R. Mackenzie, C. P. A., John Baird, and Arthur Berridge 
announce the formation of a partnership for the practice of public account- 
ancy, with offices at 224 Worcester Block, Portland, Oregon. 


Messrs. John R. Sparrow, C. P.A., and Edwin Harvey, Jr.,C. P. 
announce the formation of the partnership of Sparrow, Harvey & Co., 
which will conduct the accounting business formerly carried on under the 
firm name of John R. Sparrow & Co. 


Messrs, John Alexander Cooper, C. P. A., Herbert M. Temple, C. P. A., 
and John H. Brown, C. P. A., announce the formation of the partnership 
of Cooper, Temple & Co., Certified Public Accountants, in succession to 
John Alexander Cooper & Co., of Chicago, Ill, and Herbert M. Temple, 
of St. Paul and Minneapolis, Minn., with offices at First National Bank 
Building, Chicago; Wells Building, Milwaukee, Wis.; Germania Life 
Building, St. Paul, Minn.; and Lumber Exchange, Minneapolis, Minn. 
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Women Public Accountants in Maryland. 


Miss Florence Hooper, daughter of ex-Mayor Alcaeus Hooper, and 
Miss Elsa Doetsch have successfully passed the examination to become 
certified public accountants. They are the first women to stand success- 
fully this test and to win the right to certify to the correctness of the 
accounts of institutions and firms in this State. 

These ladies are graduates of the Woman’s College and were warmly 
commended for the excellent showing they made in the tests to which 
they were subjected. 

In the new field they will enter, the competition for business will be 
wholly with men, most of them seasoned and experienced by long years of 
work. 

The work requires thought, care and precaution, with a general 
knowledge of bookkeeping methods and an aptitude for figures. It is 
this last attribute which is most desirable. Public accountants, whea 
employed, are presumed to detect inaccuracies and falsification of accounts 
by dishonest bookkeepers and others having access to the books and 
affairs of the firms and institutions they serve. 

Messrs. Howard P. Page and W. A. Gillespie also successfully passed 
the recent examination.—Baltimore Sun, March 9, 1909. 


Who Are Opposed in Washington? 


A public accountancy law promotes honesty and economy. It do-s 
not stop all thefts of public money. It makes thefts more difficult. It 
decreases temptations to steal. It also checks the inclination to construe 
laws to the selfish advantage of office holders. An official who must 
keep accounts in accordance with a prescribed method and must submit 
his books to occasional inspection will not often “take the law into his 
own hands” and put a strained construction on it to fatten his purse. 
’ He understands that he is to conform with approved practice. 

Honesty is not all the result of deliberate choice between good and 
evil. It is partly a result of habit. 

The public accountancy bill ought to come out of the Senate Committee. 
If there be reasons that it should not pass, let them be made known. 
The public is deeply concerned in that public accountancy bill. It may 
may mean the saving of millions in taxes. 

The saving is not alone in the honesty such a measure promotes. A 
uniform system of accountancy affords a basis of comparison in the cost 
of government. It shows what different municipalities pay for the same 
or similar character of service. It suggests economies where no dis- 
honesty exists. Who are opposed to the bill? If certain state officers 
have reasons it should not pass, let them come out in the open and 
present them. The bill should be forced out of the committee and be 
discussed on its merits —Tacoma (Wash.) Ledger, March 2, 19009. 


404 


Correspondence. 


Doesn't Want Exactly a Palace. 


New York, February 10, 1909. 


To THE JouRNAL oF ACCOUNTANCY: 

I have just read with interest the article of Mr. Charles N. Vollum on 
“The C. P. A. Examining Boards” in the January issue of THE JourRNAL 
or Accountancy. In it I find the causes for the large percentage of 
failures at C. P. A. examinations summed up as: “ Want of prepara- 
tion; want of practical knowledge; a lack of capability, or want of applica- 
tion on the part of the student.” 

I think there is a cause not mentioned here that is a reason for more 
failures than all of those stated. 

C. P. A. examinations have been held in this State now for a number of 
years. The questions and problems put at these former examinations may 
be had by the student; and, from them, he may obtain precise knowledge 
regarding the standard set—the requirements he must meet if he hopes to 
pass aC. P. A. examination. Knowing these requirements, a common-sense 
man will not surrender twenty-five dollars of his good money and fifteen 
hours of his time unless he feels within himself a fair degree of certainty 
that he can meet the requirements under the proper conditions. Just here 
is the essence of the trouble. The conditions under which the candidate 
does his examination work are not proper for such work. 

As instanced in this city. The candidate having paid his fee, and 
received his ticket, with a soul full of hope, goes up to this examination 
held under the auspices of the venerable University of the (great) State of 
New York, and what is the condition that confronts him? A loft, or such 
like, to a section of which he is assigned—a place suited to the baling of 
hay or the packing of merchandise. A screen protects him from workmen 
working their sweet will in the way of noise and other disturbance (except 
for such times as they prefer doing these things on the candidates’ side of 
the screen). The candidate, to them, is an interloper. On the other side 
will be a door through which blow a variety of airs, wafting toward him 
savors such that, aided by the light (or lack of it), “reserve for bad 
debts” in print produces in his mind an impression something like— 
puree of bad soups. His hand will perform what it has been trained to 
perform mechanically. The intelligence behind it is disconnected, and the 
examination becomes a test whether his “ parrot-like” work, which Mr. 
Vollum decries, will be good enough to get him his certificate. 

These are conditions which, to me, account for the large percentage of 
failures at these examinations, rather than want of preparation or of 
capability in the candidate. They are conditions which ought not to be. 

CritTICus. 
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Sinking Fund Accounts Again. 
New York, February 20, 1909. 
To Tue JourNAL or ACCOUNTANCY: 


Just a word in relation to Mr. Anyon’s criticism, in the January 
issue, of Mr. Walton’s contention, that there is absolutely no reason for 
any reserve account, as a credit in dealing with sinking funds, and that 
his views are evidently based on a false impression of the relation of such 
funds to a proper accounting system. 

I think that any one who gives Mr. Walton’s article proper consider- 
ation can not help but realize that what he expressed in his contribu- 
tion to your October number, shows that he knew full well what he was 
talking about when he says that there should be no charge to profit and 
loss to retire a bond debt, thereby creating a sinking fund account, or 
memorandum account, as Mr. Anyon sees fit to call it. 

To further take up the question as to whether the installments to the 
sinking fund are a charge to profit and loss, we have but to consider the 
fact that the asset of cash installed in the business only augments its 
earning capacity in subsequent periods and is not an immediate form 
of revenue, and at its incorporation creates a liability of equal propor- 
tion. I therefore maintain that the only way profit and loss is affected 
is by the periodical payments of interest on the bonds sold on one side, 
and the income of interest on the installments to the sinking fund on 
the other, the difference between the two being the cost for the accom- 
modation of working cash capital so derived. The yearly installments 
are nothing more than a withdrawal of so much cash, reinvested, that 
at a given time will accumulate to the amount necessary to retire the 
obligation. 

The interest paid on the bonds being a charge to revenue, and the 
interest on the sinking fund investment being a credit to revenue, you 
will readily see that the whole bond transaction is purely a matter of 
interest cost, the same as any other loan borrowed on security, also that 
you can not pay a debt out of profits, which has been created by the 
accretion of a cash asset of equal value. 

Mr. Anyon admits that the sinking fund account is a part of the 
surplus, which on the retirement of the bonds relegates itself to that 
account, but I must agree to Mr. Walton’s theory that the sinking fund 
account is unnecessary as a distinctive or counter balancing record on 
the balance sheet, as the amount of cash each year, or period charged to 
sinking fund, plus its interest accumulation is only a negative to bonds 
payable. When you assign any part of surplus to offset that asset to 
a sinking fund account, you at once technically establish a reserve of 
that account, which coincides absolutely with just what Mr. Walton 
Says is wrong. 


Yours very truly, 
H. D. Grant. 
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Correspondence. 
English Versus Scottish Degrees. 


New York, February 20, 1909. 


To THE JourNaL or ACCOUNTANCY: 


In the course of an interesting article from the pen of Mr. William 
Arthur Chase in the January number appears the following statement: “I 
consider that since the adoption of the rule permitting their final examina- 
tions to be taken in parts at different times, the Scottish degree is not so 
good as the English.” 

In this matter there has been a good deal of misconception in the past 
which could easily have been removed had pains been taken to go 
thoroughly into the case. Superficially Mr. Chase’s statement seems plausi- 
ble enough, but it will not bear investigation. 

It may be explained for the benefit of those who are not familiar with 
the conditions of examination for obtaining the Scotch C. A. certificate that 
prior to the year 1903, the final examination lasted four days, and could 
only be taken at one sitting. The General Examining Board, however, 
decided that from 1903 onward the examination could be taken in two 
divisions, each of which should require two days, and that candidates for 
the C. A. certificate could either enter for the whole examination as form- 
erly, or take each part separately at different times within the space of two 
years. The first division consists of two papers in law and one paper each 
in political economy and actuarial science, while the second division con- 
tains four papers covering the whole business of an accountant viewed 
from a practical standpoint. 

In deciding upon this step the Board simply followed the rule obtaining 
in Scotland in connection with the securing of university degrees, and, in 
contradistinction to a general impression which exists, it was with the 
object of raising the standard of examination. 

It is by no means a natural sequence that because an examination can 
be taken in two divisions it thereby becomes easier. Since the new rule 
became effective results have proved it to be very much otherwise. It 
must, of course, be admitted that the mental strain of four-days’ sitting 
is greater than that of a two-days’ sitting, but the main object of the exam- 
ination is to decide as to the fitness of a candidate as an accountant and 
not as to whether he can, without showing effects of it, bear up under four 
days’ continual questioning. As it has been well expressed the four days’ 
continuous sitting may be more exhausting but not more exacting. 


From Mr. Chase’s statement referred to one would infer that, since the 
change took place, the examinations have become easier, but that this is 
not the case can be seen from the results of the Scotch final examination 
for each of the six years from 1897 to 1902 (when the change took place), 
and from 1903 to 1908. If the figures in the following table be compared 
it will be seen that for the first six years the percentage of failures was 
32 per cent., and for those who have entered for the whole examination 
during the second six years, the percentage of failures was 58 per cent. 
During the years 1907 and 1908 the failures were 70 per cent. and 68 per 
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cent., respectively. The table thus shows clearly that in Scotland the 
standard of examination has been greatly raised during the twelve years 
referred to, the failures rising from 21 per cent. in 1897 to 68 per cent. in 
1908. The English percentage of failures has remained practically station- 
ary, being 37 per cent. in 1897 and 39 per cent. in 1908, while the average 
for each of the six-year periods is almost the same, proving that, during 
the twelve years in which accountancy has made the greatest progress, 
the English standard of examination has not been raised. The table giving 
the comparison of failures is also interesting as showing that improvement 
in the standard of the Scotch examinations really commenced at the time 
the change in method of examination took place. This is in direct 
opposition to Mr. Chase’s opinion: 


SCOTLAND ENGLAND 


ComMPARISON 

ENTERED FaILeD ENTERED FaILeD or Farreres 
NumBerR % UMBER % 
1897 67 14 21 192 7° 37 —16 
1898 73 18 25 225 106 47 ——s2 
1899 67 22 33 250 84 34 — I 
1900 83 29 35 236 87 37 — 2 
86 23 264 II5 44 
1902 141 57 4° 309 109 35 + 
517 103 32 1,476 571 39 
1903 88 43 49 371 140 38 +11 
1904 62 26 42 346 II7 34 + 8 
1905 66 33 50° 371 146 39 +trt 
1906 84 48 57 364 151 41 +16 
1907 97 68 7° 350 135 39 +31 
1908 107 73 68 350 136 39 +29 
504 291 58 2,152 825 38 +20 


There are certain other differences between the Scotch and English 
examinations which it is well to bear in mind. The Scotch final examina- 
tion covers more ground than the English, actuarial science and political 
economy being compulsory subjects. In Scotland the candidate must also 
attend the university classes in Scots’ law, pass the necessary examinations, 
generally four in number, and produce a university certificate, to the 
General Examining Board, before he will be allowed to sit for his final 
examination. In England attendance at university classes is not 
necessary. 

It is clear from the foregoing that the increasing percentage of failures 
in Scotland can only arise from one of two causes—first, that the standard 
of examination has been so greatly raised as to bring about these results, 
or, second, that the class of candidates coming forward for examination 
has greatly deteriorated. As to this latter cause it is too serious for 
Scotsmen, who are said to be notoriouly deficient in the sense of humor, 
to admit. 

JaMeEs WRIGHT. 
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THE ACCOUNTS OF HOSPITALS AND OTHER CHARITABLE 
INSTITUTIONS. 


The arrangement and general appearance of the book are commend- 
able, and the detailed forms which are appended are worthy of all praise. 

The book contains, first, a set of six schedules, providing (1 and 2) 
detailed statements of all receipts and all expenditures, properly classi- 
fied and sub-divided; (3) a surplus and deficit account; (4) comparative 
balance sheet; (5) statement of increase or decrease of all capital funds; 
and (6) comparative statistics of patients treated, dispensary, emergency, 
ambulance, and nursing work. These statements cover the entire work 
of the hospital in ample, but not too full, detail; the arrangement and 
classification being clean cut and easily understood. 

Following the twelve pages devoted to these schedules, are eight pages 
of comments in which there is explained each item appearing in the 
schedule 1 of expenses. 

Pages 22 to 78 are devoted to the “ Appendix,” the object of which 
is to explain as clearly as possible to those who are not expert account- 
ants just what forms and account books may be used and how the 
various entries and statements may be made, with further illustrations 
of forms used by the Presbyterian Hospital. Inasmuch as most hospital 
superintendents have little opportunity to study even the elements of 
accounting this appendix greatly enhances the practical value of the 
book. 

The spirit of Charles Kingsley to help a lame dog over a stile —and 
unfortunately the finances of any charitable institution are only too prone 
to go lamely—crops out through the book and especially in the title page, 
where it is announced that charitable institutions may obtain copies of 
the book free charge on applying through their proper officers to the 
Superintendent of the Presbyterian Hospital, 41 East Seventieth Street, 
New York. 

Wa ter MuckKtow. 


BOOKKEEPING AND ACCOUNTS. By Ernest E. Spicer F. C. A. 
and Ernest C. Pegler F. C. A. London: H. Foulks Lynch & Co. 
1908. 399 Pages. Price, 15s. 6d. net. 


The scope of this book is broad and its contents reflect that familiarity 
with the details of a wide range of topics which is gained only by years 
of practical experience. It not only deals with the principles of book- 
keeping and accounting, but develops by illustration that very necessary 
complement of principles, the technique necessary to apply them. 

The book has its strong points and likewise its weak points. The 
chapter on “ Depreciation, Reserves, Sinking Funds, etc.” is especially 
worthy of commendation.” The authors are concise and clear in their 
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definition of “ Depreciation.” The necessity of providing for deprecia- 
tion is pointed out, and the authors complete their work by giving practic- 
ally all the methods of providing for depreciation. Among these methods 
is introduced the endowment insurance policy system, which when con- 
sidered in connection with depreciation is pratically unknown in the United 
States, and its introduction would be an innovation. Its merits, however, 
deserve our thougthful consideration. 

The chapter on “ Cost Accounts” is relatively weak. From their treat- 
ment of the subject, the authors appear to appreciate the fact that Cost 
Accounts cannot be discussed until the objects in ascertaining costs are 
stated; but they failed to bring out clearly the real objects which cost 
accounts usually seek to accomplish, namely, to establish a cost on which 
to base a selling price, to furnish statistics on which to base administrative 
judgment, and to gauge efficiency. From an American standpoint, too 
much attention is given to “Contract or Terminal Costs.” In this 
country “Costs” are of most value to a manufacturing concern. 
The same should hold true of England, and one would expect to find 
manufacturing costs receiving most attention; on the contrary, the 
authors give contract costs the place of honor and devote several pages 
to an able exposition of a system for determining them. The prominence 
given to this division of the subject is to be criticised in that it tends to 
create a false impression in the mind of the student and sets up as a typical 
system for cost work one which is in reality of secondary importance. 

As text-book in America this treatise on bookkeeping and accounts 
must meet the usual objections due to its English origin. The American 
student dislikes illustrations involving pounds, shillings and pence, trans- 
posed balance sheets, and English expressions which he does not under- 
stand and the meaning of which he can not readily ascertain. 

Joun R. WitpMaN. 


AMERICAN RAILROAD TRANSPORTATION. By Emory R. Johnson, 


Professor of Transportation and Commerce in the University of 
Pennsylvania. Second revised edition. 434 pages. D. Appleton 
& Co., New York. 1908. Price $1.50. 


THE OCEAN CARRIER. By J. Russell Smith, Assistant Professor of 
Industry in the University of Pennsylvania, 344 pages. 
G. P. Putnam’s Sons & Co., Railroad Age Gazette, New York, 1908 


These two books, both dealing with transportation facts and problems, 
and both products of the faculty of the University of Pennsylvania, may 
properly be reviewed together. The almost simultaneous publication of 
the two books calls our attention, first, to the wide-spread interest at the 
present time in transportation methods, and, second, to the value of contri- 
butions by university professors in recent years to the literature of 
business. 

Very little need be said about Professor Johnson’s book here, because 
in its two previous editions it has already become a standard authority. 
In the present edition the statements and statistics have been brought up 
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to date. Professor Johnson states that consolidations of railroads in the 
last five years have been so frequent as to compel a complete retabulation 
of “railroads by ownership and territory.” The book includes a review 
of the Hepburn Act of 1906, and what is of even greater importance, a 
summary of the legislation of the States from 1902 to 1908. Some minor 
errors in former editions, particularly with reference to railroad bills-of- 
lading and way-bills and their uses, have been corrected The present 
volume may be cordially recommended, both to railroad men and to those 
who would like to learn something about the railroad business, as a 
comprehensive, accurate and readable volume. 

Professor Smith performs a similar service for those who are interested 
in ocean traffic. Prior to the appearance of this book there was no 
volume to which one could turn for information as to the rates of ocean 
traffic; the manner in which freight and passenger charges are deter- 
mined; the relative importance of the various steamship companies, and 
so on. The only manner in which these elementary facts could be 
ascertained was by a long process of inquiry or by many years’ experience 
in the steamship service. Indeed it is very doubtful whether most persons 
in that line of business have anything like as broad and correct a know- 
ledge of the fundamental facts as may be gleaned from this volume. 

The titles of come of the interesting chapters are: 

The Railroad Stemship Lines on the Atlantic and Gulf Coast of the 

United States. 

The Renaissance of the Merchant Carrier. 

The Private Steamship Line. 

Line Traffic in the United States Coasting Trade. 

Charter Freight Rates and Attempts at Their Control. 

Trans-Atlantic Freight Rates and Their Control. 

If all lines of business were as practically and systematically treated 
as railroad and ocean transportation are in these two volumes, the 
accountant would be greatly benefited; for he would have at hand in 
compact, readable form the main facts as to any business the accounts of 
which he might be called upon to handle. 


COMMERCIAL CORRESPONDENCE. By Albert Belding. American 
Book Company. rs5o pp. Price $0.50. 


In these days of the steamship, the railroad, and other mediums of 
communication, the art of letter writing is getting to be a necessity of 
the greatest importance to every one. By means of the mails, the business 
man finds openings to profitable markets outside his own community. In 
spite of the fact that letter writing is used so extensively in conducting 
businesses, there are comparatively few people who write really good 
letters. 

In this book we find exercises and forms selected from actual business 
correspondence of practical character. Mr Belding has devoted one 
chapter to a narrative of consecutive incidents. Here one gets a good 
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idea of the conducting of a business as a whole. The subject matter is 
up to date. Typewritten forms are used in the book as illustrations. 

The explanations are simple, clear, and to the point. In the chapter 
on the wording of a letter, Mr. Belding draws a clear distinction between 
brevity and terseness. He also emphasizes clearness, completeness, and 
exactness as the most important attributes of business correspondence. 
The illustrations of a truly courteous letter are excellent. There are 
chapters devoted to remittances and inclosures, credits and collections, 
letters of application, of introduction and recommendation, contract re- 
relations of correspondence, and other related considerations. The closing 
chapter is devoted to the usual postal information. The book is intended 
for classroom students, and is not a mere clerical outline to be followed 
undirected. After each topic, many exercises are given for practice to 
impress the principle upon the student’s memory. 


WRITING FOR THE PRESS. By Robert Luce. Clipping Bureau Press, 
Boston. 302 pages. Price $2.00. 


There is an unusually large amount and variety of practical information 
packed between the covers of this little book. It tells what color of paper 
to use, what words are telling, what expressions are overworked, how much 
it costs to print and bind a book, quotes the style rules of leading news- 
papers, gives an abstract of the law of libel; in fact, it answers almost all 
the questions that might be asked by a young man anxious to get ahead 
rapidly in the newspaper field. As good newspaper English and good 
business English are based on the same principles, the book will prove 
almost as useful to a young business man or accountant as to a profes- 
sional writer. 
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Epirep py CHARLES W. GersTENBERG, Pu. B., LL. B. 


CONTRACTS. 


A new promise by a party to do less than he has already agreed to do 
is not a sufficient consideration for the promise of another party to do 
more than he is obliged to do. A written agreement may be modified by 
an oral agreement, but where the liability of a party has been incurred 
and become fixed under a valid agreement he is not released from such 
liability by a purported modification which is without consideration of 
any kind. Weep vs. SPEARS, 193 N. Y. 280. 


CORPORATIONS. 


Leather Trust void. 

Where two corporations are organized with similar purposes, but one 
has in addition many powers conferred upon it by its charter which are not 
included in the charter of the other, the two corporations cannot be said 
legally to have been “organized for the purpose of carrying on business 
of the same or a similar nature within the meaning of the act.” The act 
referred to is P. L. 1893, page 121 (State of New Jersey), which is an 
act permitting the consolidation of companies organized for the purpose 
of carrying on business of the same or a similar nature. 

This proposition is important because it is practically the first time 
it has been announced by a court of last resort in any of the so-called 
important incorporating jurisdictions. Chancellor Pitney, whose influence 
in the United States is, perhaps, being felt more in the formation of 
corporation law by courts than that of any other single judge, says: 
“There seems to be no reported decision in this State upon the subject, 
and, since the matter depends upon the mere interpretation of statute 
law, cases decided in other jurisdictions and upon other statutes can be 
of little service. New Orteans Gas Licut Company vs. LIGHT 
Company, 4 Wood go, and CuHevra vs. CHEvRA BrKuR 
CHOoLIM, 24 Misc., N. Y. 189, are, however, decisions tending to support 
the view above expressed.” 

The New York case, however, is not in point, for the two corpora- 
tions that sought to consolidate were so far from being similar that 
they were organized under totally different laws, one being a religious 
corporation and the other a membership corporation. 

The importance of the Leather Trust decision is this: In the recent past 
the tendency of corporation lawyers in drawing up certificates of incor- 
poration has been toward making the objects of the proposed corporations 
very broad, while the certificates of the older corporations generally pro- 
vided limited powers. It has usually been taken for granted, that two corpo- 
rations having similar powers could consolidate notwithstanding the fact 
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that one of the companies had, by its charter, additional powers granted 
to it. It would seem, therefore, that there is going to be great difficulty 
in procuring the consolidation of comparatively old with comparatively 
new companies—companies which are, in fact, conducting a similar 
business, but whose charters, conforming to the customs of the period in 
which they were drawn up, are somewhat dissimilar in the scope of the 
permitted activities. The decision is all the more disastrous to corporate 
organization, inasmuch as it has been announced in the State which for 
so long has held itself to be liberal in this very respect. 

In the present case the Central Leather Company, which was expected 
to absorb the United States Leather Company, was permitted by its 
charter not only to manufacture and sell leather, lumber and belting 
(the sole purposes of the United States Leather Company) but to 
manufacture and sell any other merchandise, and generally to go into the 
business of warehousing and trading, and to buy and hold trade-marks 
and patents. The court held that th: stockholders of the United States 
Leather Company, were the consolidation permitted, might find in the 
course of a year or two that the funds they had invested in stock were 
being diverted to entirely different purposes from that intended at the 
time of the investment. 

COLGATE, ET AL. vs. UNiTep States LEATHER CoMPANY and JOHNSTON, 
EXECUTRIX, vs. UNITED STATES LEATHER CoMPANY, recorded in the New 
York Law Journal for March 9, 1909, decided by the New Jersey Court 
of Errors and Appeals, March 1, 1909. 


MoNopo_iEs. 


The recovery upon an account for goods sold and delivered by a 
corporation created to effect the combination of wall paper manufacturers, 
intended and having the effect directly to restrain and monopolize trade 
in violation of the anti-trust act of July 2, 1890, can not be had where 
the account is made up, within the knowledge of both buyer and seller, 
with direct reference to, and in execution of, the agreement which 
constituted the illegal combination. 

This decision of the Supreme Court was heralded by the press of 
the country as a new departure, and it certainly is true that Justice 
Harlan, in writing the prevailing opinion, found some difficulty in squar- 
ing the decision with that handed down by the same court in a similar 
case but a short time before. He reasoned that the court should not in 
any way aid the illegal combination to enforce an illegal contract, holding 
in effect that the contract of sale was a part of a contract in restraint 
of trade and therefore illegal. 

Justice Holmes delivered a dissenting opinion in which he pointed 
out that “a lawful purchase is not made unlawful merely by being the 
fulfillment of an unlawful contract.” His contention is that you can not 
rob the robber; that the mere fact that the plaintiff had committed an 
unlawful act was no reason why the defendant should knowingly take 
advantage of it. 


414 


Legal Department. 


Justice Brewer held in a concurring dissenting opinion that the Sherman 
Act provides three penalties, which are: 1. criminal prosecution; 
2. forfeiture of property; and 3. recovery of treble damages by any person 
injured by the illegal combination. He holds that these penalties are 
exclusive, but that the prevailing decision of the court amounts toa fourth 
penalty. 

CONTINENTAL WALL Paper Company vs. Louis Voicut & Sons, 29 
Supreme Court Reporter, 280. 


NEGOTIABLE INSTRUMENTS. 


A promissory note was made in Kansas payable in Missouri; held, that 
negotiability is governed by the law of Kansas. 

Syxes vs. CiT1zENs NATIONAL BANK, 98 Pacific, 206. This decision is 
contrary to the adjudicated law of New York (see Bowen vs. HENDLE, 13 
N. Y. 290) and would not be followed in this State. 


RECEIVERS AND RECEIVERS’ CERTIFICATES. 


A receiver of an insolvent private corporation composed of eighteen 
mills applied to a court of equity for permission to issue certificates 
to provide a fund for the paying of the installments on the bonded 
indebtedness on one of the mills, which was subject to immediate fore- 
closure in case of default, such certificates to become a lien on all the 
other mills prior to that of the subsisting mortgage. Held, that the 
certificates may be issued on the ground that such a course is necessary 
for the preservation of the property. 

Lockport Fett CoMpaNy vs. UNitep States Boarp & Paper CoMPANY, 
70 Atlantic, 980 (New Jersey Equity). 


Set-OFr. 


The plaintiff obtained a judgment against the defendant corporation 
and the execution was returned nulla bona. A bill in equity was then 
brought to enforce a stockholder’s liability on unpaid stock in satisfac- 
tion of the judgment. Held, that the stockholder may set off against 
such liability a bona fide indebtedness of the corporation to himself. 

This case involves a question just intricate enough and catchy enough 
to attract the attention of a board of examiners. When assets are being 
distributed among all creditors on winding up, a stockholder can not set- 
off against his statutory liabilities or his liability on unpaid stock any 
debt of the corporation to himself. This would be giving him a prefer- 
ence. MATTER OF Emprre City Bank, 18 N. Y. 199. But where one 
creditor seeks to get at an unpaid balance on stock a stockholder may 
set off his debt due him from the corporation. The creditor who is not 
a stockholder should not have a preference over one who is. CHRISTENSEN 
vs. CoLpy, 43 Hun, N. Y., 362. The main case is that of Austin PowpeEr 
Company vs. ComMerRcIAL Leap Company, 114 S. W. 67 (Mo.). 
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Conpuctep sy Leo Greenpiincer, M. C. S. 


Criticism and exchange of ideas will clear many a doubt and at the same time improve 
ortcomings. To solve, compare, and criticise C. P. A. problems, and thereby to aid in 
bringing about a uniform American standard for C. P. A. examinations, is the object of this 
department. With the aid of suggestions and criticism from the professional brethren, it 
can undoubtedly be achieved. Inquiries will be cheerfully answered. 


Following is the fourth problem in Practical Accounting, Part II, 
also selected questions in Theory of Accounts, Auditing and Commercial 
Law set by the New York State Board of Accountancy at the February 
1909, examination, with answers. 


QUESTION 4. 


Senior partner, A, desires to retire from active business life. He has 
confidence in the ability and integrity of his partner, B, and both have 
a like regard for their sales manager, C, and their works manager, D, 
who have accumulated considerable means. In this situation B proposes 
to organize and to continue the business as a corporation, under his 
executive management, and to bring in sufficient capital from C, and 
D, in equal parts to pay off the principal of a real estate mortgage 
falling due at the end of the year, and sufficient capital from E, who 
is not connected with the business, to pay off the principal of the firm’s 
notes payable. It is contemplated that E shall be made the treasurer of 
the corporation and that the five parties shall be the incorporators and 
constitute the first board of directors. 

In the discussion between A, and B, it is agreed that the net worth of 
the business, exclusive of the good-will which has never been repre- 
sented on the books, shall be converted into preferred stock of the 
corporation, and that the good-will shall be valued at one-half of the net 
worth and be converted into common stock; also that the cash capital 
contributed by C, D, and E, shall be paid to the firm, used by it for the 
purposes proposed by B, and converted into preferred stock for account 
of the three parties respectively. Thereupon A, proposes and agrees to 
surrender one fourth of his share of the common stock on the condition 
that it shall be distributed as follows: two parts to C, two parts to D, 
and one part to E. 

These matters are all covered by written agreement of the five parties, 
in which agreement it is provided that A, and B, shall convey to the 
corporation all the property, business and good-will of their co-partner- 
ship, and that all the transactions and stock distributions provided for 
shall be carried through and be closed out in the books of the co-part- 
nership, including the sum of $5,000, which shall be advanced to enable the 
incorporators to pay fully their subscriptions for to shares each of the 
common stock of the corporation. 
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A certified public accountant is engaged to make an examination of 
the books and accounts at the close of the year just approaching, to 
procure appraisement of the property and to close the books after 
providing therein for his compensation. On the eompletion of his work 


the books show the following conditions: 


ASSETS. 

200,000.00 
Finished products, product in process, materials 

150,000.00 
100,000.00 


Accrued interest on real estate mortgage.......... » 2,500.00 
Notes payable on demand...............seseseeees 50,000.00 
Accrued interest on notes payable................ 1,000.00 
Reserve provision for uncollectible accounts....... 15,000.00 
Total liabilities and capital............. 


Prepare cash book and journal entries to be placed on the books of 
the co-partnership to represent properly thereon the carrying out of all 
the matters provided for in the agreement of the five parties and to 


close said books. 
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JOURNAL OF THE FIRM OF A. & B. 


Goop-wiL_ AccouNT $300,c00.00 
representing one-half of the net worth of 
the firm as agreed upon by all parties. 


To A., capital 
B., capital accoun 
one-half of the otal for each mem- 
ber of the firm. 


Tue X. Y. Company $1,084,000.00 
for all assets and good-will transferred to the 
— mentioned Co., as per bill of sale 


Finished 
Notes Receivable 
Accounts Receivable 


ill 
assets sold and transferred to the 
dated....190. 


RESERVE FOR Bap Dests $15,000.00 
Transferred to the X. Y. pany as an 
offset to accounts receivable that may 
turn out uncollectible. 


Accounts PAYABLE 25,000.00 
assumed by the X. Y. Company. 


To X. Y. Company 
assumed by the latter. 


PREFERRED STOCK $750,000.00 
7500 shares par value $100.00 each. 


Common Stock 300,000.00 
3000 shares par value $100.00 each. 


To X. Y. Company 
in settlement for assets sold and 
transferred to them. 


A. Capitat Account $400,000.00 
for 4000 shares of preferred stock par value 
$100.00 each. 


B. Capitat Account 200,000.00 
for 2000 shares of preferred stock, par 
value $100.00 each. 


shares of preferred stock $100.00 


1 ~ value to each of the above named 
E. (for advances made 150,000.00 
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84,000.00 
300,000.00 


$1,050,000.00 


$750,000.00 
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for 1500 shares of common stock, par value 
$100.00 each. 


for 1500 shares of common stock, par value 
$100.00 each. 


Distribution of stock between the part- 
ners of the firm. 


A. CapITaL ACCOUNT............. 
for one-fourth of common stock to be 
donated as per agreement. 


to be distributed between C., D., and 
E. as per agreement dated......190.. 


Common Stock 
375 shares donated by A as per agreement. 


To A. Capital Account................ 
to close the latter account. 


allocation as per agreement dated....190.. 


; To Common Stock Donated............ 
distribution as per agreement dated 

190.. 


for expenses connected with the organiza- 
tion and incorporation. 

To Advances to Incorporators.......... 

Accountant’s fees as per agreement. . 


$150,000.00 


$150,000.00 


$37.500.00 


$37,500.00 


$37,500.00 


$15,000.00 
15,000.00 
7,500.00 


$6,000.00 


$300,000.00 


$37,500.00 


$37,500.00 


$15,000.00 
15,000.00 


7,500.00 


$37,500.00 


$5,000.00 
1,000.00 


~ two-fifths of the stock donated by A. 
for two-fifths of the stock donated by A. 
for one-fifth of the stock donated by A.. 
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QUESTIONS. 
THEORY OF ACCOUNTS. 


Describe two methods of treating depreciation of machinery on both 
the books and the balance sheet. 

State what constitute contingent assets and contingent liabilities. Give 
three illustrations of each. State whether or not, in your opinion, they 
should be represented in the books of account and whether or not they 
should appear in the balance sheet of a going concern; if so, in what 
manner ? 

What, in your opinion, would be the proper accounting record for a 
business corporation to make of an appropriation from its surplus profits 
for the amount of a permanent investment in property ? 


AUDITING. 


On January toth, you are instructed to furnish a statement of assets and 
liabilities of a trading concern as to the previous December 31st. No 
inventory was taken on that date, but you ascertain that the inventory of 
January toth, amounts to $7,689.25. The sales billed from December 31st to 
January roth, amount to $945,o0f which $300 was shipped but not billed 
pror to December 31st. The total amount was billed at an average gross 
profit of twenty-five per cent. above cost. The goods received between 
December 31st and January roth cost $678.25. State fully how you would 
determine the figures for the inventory of December 31st, and show the 
amount. 

If the cash in bank as shown by the cash book or ledger is reconciled 
with the amount shown by the pass book or certificate obtained from 
the bank, is it necessary to check the pass book with the deposits as 
shown by the cash book? Give reasons for your answer, stating the 
nature of a possible irregularity that might be disclosed by such detail 
checking. 

What measures should be taken to ascertain whether or not any notes 
receivable have been discounted and cleared from the books, notwith- 
standing the fact that they are not due and at maturity will be subject 
to demand on the last indorser in case payment is defaulted by the maker? 

What are the duties of an auditor as to examination of inventories 
of finished product, product in process, and materials and supplies, which 
have been taken and appraised by representatives of the client, in case he is 
not permitted to make tests for the purpose of satisfying himself as to 
the integrity of the quantities shown? How should he cover such a 
situation in his report?. 


COMMERCIAL LAW. 


Define agency and mention three ways by which the relation of 
agency may be created. 
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Define heir, next of kin, legatee, devisee, executor. 

Define negotiable instrument and state whether or not stock certifi- 
cates are negotiable. Give reasons. 

Distinguish between statute law and common law. 

When persons associate themselves together as a corporation and 
the incorporation is defective or incomplete, what is their position as 
against the creditors of the corporation? 


ANSWERS. 
THEORY OF ACCOUNTS. 


The two methods referred to in the question are the English and 
the American. The English practice is to provide for depreciation by 
a charge against revenue and a credit to the asset itself. To illustrate: 
Supposing the original cost of the plant and machinery were $5,000 and 
we have decided to provide for depreciation by charging against revenue 
seven and one-half per cent. annually on the declining balance. 

By the English practice the account would appear as follows: 


PLANT AND MACHINERY 


$5,000.00 De $ 375.00 
4,625.00 


$5,000.00 $5,000.00 


$4,625.00 


On the balance sheet the plant and machinery account would appear 
at a valuation of $4,625.00 

By the American method the depreciation is credited to an account 
headed “Reserve for Depreciation on Plant and Machinery.” The 
asset account is carried at cost, while the reserve account shows the 
depreciation provisions. 

On the balance sheet it is shown thus: 


Plant and Machinery (cost) 
Less reserve for depreciation (7 %4%).... 375.00 $4,625.00 


By contingent assets we mean assets which are doubtful of realization. 
By contingent liabilities we mean liabilities, the liquidation of which is doubt- 
ful. Suspense accounts, money due the firm onacontract not fulfilled as 
yet, collateral in the possession of the firm to secure the payment of an 
obligation, are illustrations of contingent assets. Notes receivable dis- 
counted by us, accommodation instruments, and liabilities not recognized 
by the firm but which are pending in a law suit are illustrations of 
contingent liabilities. While it is not absolutely essential that such 
contingent assets and liabilities respectively should be represented in the 
books, although quite advisable, they should nevertheless appear in the 
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balance sheet. The accountant who prepares the balance sheet should, 
in a footnote call attention to the contingent assets or liabilities 
respectively. 

The proper accounting record in such case would be to debit the 
surplus account and to credit an account entitled Reserve for Investment. 
By this method the surplus account is diminished by the amount of the 
sum appropriated for investment and, therefore, shows so much the less 
available for dividends. When the asset is acquired the next record 
should be to debit the asset so acquired and to credit cash. 


AUDITING. 


In the first place, we deduct from the inventory of January 1oth the 
purchases made between December 31st and January toth, which leavesa 
balance of $7,011.00. To this sum we add the cost of the goods sold 
between the period named, which amounts to $756.00, and that would 
give us the amount of goods on hand on December 31st, which is $7,767.00. 
The proof of this is shown thus: 


Inventory December 31st 
Purchases 


Present inventory 


In order to trace the receipts of cash as shown by the cash book, when 
such receipts have been deposited in the bank it is necessary to check 
the pass book.with the cash book. The irregularities that might be 
disclosed by such checking would be where checks were received and not 
deposited at all. If cash receipts were not deposited on the same day 
but covered up by subsequent checks that came into the business, such 
operations would be disclosed by this detailed checking. 

The notes receivable account would have to be analyzed. If the credit 
side of this account showed a credit although the note has not matured 
as yet, the record in the books of original entry would show whether 
the note in question was prepaid or discounted. If it was discounted, 
there is a contingent liability, and in the preparation of financial state- 
ment such contingent liability should be mentioned. 

In such case it is advisable for the auditor to have a statement signed 
by the parties who have authority with regard to the valuation of the 
inventory. It is always safer for the auditor to state this fact in his 
report. 

COMMERCIAL LAW. 


By the term agency is meant the legal relation that exists between 
a person called principal and one appointed by him to act in his place, 
known as agent. 
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The relation of agency may be created in the following ways: (a) 
by contract; (b) by ratification; (c) by necessity. 

The terms heif and next of kin imply blood connection, while the 
relation of legatee or devisee arises from the will and the testator and 
the legatee or devisee are strangers in blood as well as in fact. An heir 
is a person who inherits the real estate of a deceased by descent. Thus 
the heirs of a deceased person are: (1) his children, lawfully begotten, 
if he have any, and the children of such as shall have died; (2) his 
father, if he be living; (3) his mother, if she be living; (4) his collateral 
relatives. By the term next of kin is meant persons that take the personal 
property of the deceased by distribution. They are;(1) children and 
their descendants; (2) father; (3) mother and brothers and sisters, and 
the legal representatives of such as shall have died;-(4) his col- 
lateral relatives, not beyond brothers’ and sisters’ children. Legatees 
or devisees are persons to whom a legacy or bequest has been made by 
a testator. The term executor indicates a person appointed by the will 
of a testator to carry out the instructions contained in the will. 

A negotiable instrument is one the ownership of which is acquired 
by every person who takes it in good faith and for value, provided the 
instrument is such that the true owner could transfer it by the simple 
delivery. Stock certificates are quasi-negotiable instruments because by 
statute they have been made transferable upon the books of the company. 
When indorsed in blank such certificates become bearer instruments 
and may be transferred any number of times. 

Common law is that form of law derived primarily from the English 
law and established in this country by the early English settlers. It is 
made up of the rules and customs which were in use from time immemorial 
and came to be recognized as law. 

Statute law is that form of law which is enacted by Congress or the 
Legislatures of the respective States. 

Where the incorporation is defective or incomplete the position of 
the incorporators against the creditors of the corporation is such that 
they are held as partners. 


COMMENTS. 


It is refreshing to note the favorable change in the attitude of the 
New York State C. P. A. Board of Accountancy towards candidates 
taking the examination. While the questions in the February examina- 
tion require the candidate to display analytical ability, they are clear 
and present problems with which the average practitioner is confronted 
daily. 

An improvement is to be noticed even in the method of presentation. 
For instance in one of the problems a balance sheet is given showing a 
deficit. The usual method heretofore has been to class the deficit with 
the assets, a deplorable error for a State Board. In this paper the total 
assets are shown first, then the deficit is added, merely to show the 
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equation of the balance sheet, as it should be. On the other hand, it may be 
noted that in the case of a partnership problem, as in the one presented 
in this issue, it would perhaps be better to head the liability side of the 
balance sheet, “ Liabilities and Proprietorship.” The arrangement of 
the accounts in the balance sheet for Problem One is haphazard; especi- 
ally is this noticeable when compared with Problem Four, where the 
assets are properly grouped. However, with the exception of these two 
oversights in the technique, the papers, as a whole, deserve commendation. 

With regard to the solution: The cash book is self explanatory 
excepting that it may be remarked that the advances to incorporators 
are shown under one heading and are supposed to be posted as such 
instead of individually to each subscriber. The journal entries are 
arranged to carry out the argeement of the parties in exact order and 
the explanations accompanying each entry, are sufficient to give the 
reasons for the records. It will be noted that the advances to the 
incorporators, as well as the accountant’s fees, are charged to the corpora- 
tion; a procedure which, although not required by the problem, can 
easily be inferred. Of course, the subscription to the ten shares of stock 
of each incorporator, as well as the receipt of stock, is left out entirely 
from the partnership books, and rightly so, as they are not pertinent 
to the partnership records. It may also be remarked that there are some - 
other records given in the journal entries which do not pertain directly 
to the partnership affairs, yet as they are required in the problem they 
are given here. The ledger accounts are presented for the purpose of 
showing the accounts before and after closing. The heavy faced type 
indicates adjustment or closing entries, and presents the accounts in com- 
plete form. 

There is not much to be remarked on the answers to the questions 
in Theory of Accounts, Auditing or Commercial Law. Each answer, 
while brief, is intended to be explicit enough. 

For the benefit of other members of State Boards we quote a letter 
received from one of the members of the C. P. A. Board of the State 
of Washington: 


“As a member of our State Board of Accountancy, I thank you for 
your comments and criticisms in the January JourNaAL on our last set of 
questions. I hope you will allow me unofficially the privilege of a word 
or two by way of reply and explanation. 

“Our Rule No. 10 (quoted on page 257 of the January JourNAL) pro- 
vides that seventy-five per cent. of all questions must be correctly 
answered to obtain a pass. We are therefore limited to a quantity of 
questions, seventy-five per cent. of which is a whole number. Partly 
for this reason, and partly because we have found from experience, now 
extending over five examinations, that complete answers to six questions 
in Theory, Auditing, and Commercial Law are sufficient to keep the 
candidates busy during the time allowed, we are now putting eight 
questions in those subjects. 

“The Practical Accounting papers have given the Board (as well 
as the candidates) considerable trouble. In our first three examinations 
we only allowed four or four and one-half hours to this paper. We 
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finally decided that this was insufficient to enable a thorough test of 
the candidates’ ability to be made, and in the last two examinations we 
have allowed seven hours for this paper, dividing it into two parts. In 
the 1907 examination we set a total of eight questions—four in each part— 
and demanded answers to six questions in all—or three in each part. We 
then found that the candidates could not possibly do justice to the first 
part of the paper in the time allowed, and the examiners granted an 
extension of half an hour. In the 1908 examination (the one reviewed 
by you), we only set six questions in all—or three in each part and 
demanded answers to two in each part. We got much better results. 
The candidates produced much more accurate and workmanlike papers 
and -- had no criticisms to make of unfair treatment as regards time 
limit. he examiners were also satisfied that the amount of work 
required was, for the average candidate, ample. And, after all, examin- 
ing Boards must be governed to some extent by average capabilities. 
Moreover, I believe that any four of our Pecstiedl Accouien questions 
of 1908 would not leave even the average practitioner very much spare 
time if he tried to make a good job of them in seven hours, and it is 
unfair, in my opinion, to expect an examinee to be more proficient and 
rapid than a practitioner.” 


The following is a partial list, containing all so far received from 
the State Boards, of the names of successful candidates in recent 
examinations : 

State Board of New Jersey, June, 1908. Out of five candidates that 
took the examination two passed, namely, Mr. Frank H. Woodruff, Jr., 
Bayonne, N. J., and Mr. Robert Hamilton Macnee, South Orange, N. J. 
The next examination of this Board will occur in April, and there will 
probably be three or four candidates. 

State Board of Pennsylvania, November, 1908. Walter K. Hardt, 
Frank C. Lewin, Thtodore H. Bird, Robert M. Holtzman and Benjamin 
. D. White, all of Philadelphia. 

State Board of Maryland. Out of eight applicants four passed, namely, 
Howard P. Page, W. A. Gillespie, Miss Florence Hooper and Miss Elsa 
Doetsch. This is the first time that women have attempted the examina- 
tion in this State. Only two of the applicants were women and both 
passed. 

State Board of Louisiana. No. C. P. A. examinations have as yet been 
held, and it will be some months yet before any take place. 

State Board of Colorado. Out of seven candidates who took the 
recent examination one was successful, namely, Mr. William E Dittmann, 
Boulder, Colorado. We sincerely regret that this State Board has 
adopted a rule not to issue any more copies of their C. P. A. examina- 
tions nor to permit the candidates to take the questions with them. 
The Board believes that the publication of examination questions has 
done more harm than good to the profession of accountancy. 

State Board of Ohio, December, 1908. Out of four candidates tv/o 
were successful, namely, B. P. Leister, of Columbus, and Fred W. Linders, 
of New York. 
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